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CHAPTER XXXVI

PREPARATION FOR PRESENTATION

Financing as Affected by Stage of Development

When an enterprise is to be financed, the point of develop-

ment to which it has been brought has a direct and important

bearing upon the method of its presentation to investors and

upon the terms that must be offered them to secure the needed

money. As a rule, the nearer the enterprise can be brought to the

point of profitable operation, the easier becomes its presentation,

the greater its attractiveness to the conservative investor, and

the better the terms upon which the desired funds may be secured.

To illustrate the progressive stages of an enterprise and its

varying status from the standpoint of financing as its develop-

ment progresses, let us suppose an inventor has designed a new

and to all appearances a much improved form of internal combus-

tion engine, operating with any of the common liquid fuels, and

suitable for use in tractors, automobiles, aeroplanes, and the like.

It exists in the shape of more or less complete designs and

drawings.

At this stage, granting the engine has value when brought to

the point of practical operation, a long and tedious road stretches

between the invention and its final commercial success. It is not

yet perfected and not yet patented.

Problems of Patent Protection

Probably the inventor will take up the question of patentabil-

ity first. If the engine cannot be patented it would ordinarily

not be worth perfecting and the undertaking would stop right

there. But in the face of the multiplicity of patents already

granted for improvements in internal combustion engines, the

437
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proper patent protection of the new engine is at best likely to be

difi&cult. The mechanism may prove to have been already

patented in whole or in part, or it may not be patentable at all;

theremaybe serious interferences involving long vexatious delays,

costly legal work, and possibly unjust and damaging decisions

in the patent office—all this to be fought or acquiesced in, as

business policy may dictate. And finally when patents are

granted—if granted they are—the claims may be so attenuated,

or so materially modified, or in other ways so unsatisfactory, as

to be of little value, especially if they permit the easy evasion of

the patent rights by unscrupulous competitors. ' -

Problems of Mechanical Development

When the inventor takes up the mechanical development of

his design, the possibilities of trouble are even greater than in its

patenting. The proposed mechanism may be wrong in principle,

or the principles may be wrongly applied, or if basically correct

in both principle and application, the inventor stiU may be un-

able to bring his engine to operative perfection. At best, to

demonstrate the practicability of the idea and to bring it to the

point of successful operation, much experimental work must be

done and one or more complete models will usually be fotmd

essential—all of which will entail much time and expense. No
matter how experienced or how practical the inventor, the tr3ang

out, substitutions, changes, and adjustments involved in the

making of a model are almost certain to show numerous defects

in the original design and suggest many improvements before a

practicable working mechanism is obtained."

Manufacturing Problems

When the internal combustion engine is patented and worked
out experimentally to a more or less successful conclusion—which

' See Chapter XVI, " Patents, " for a fuller discussion of patent procedure and difficulties.
•See Chapter XIX, "Experimental Work and Model-Making," for a more extended

discussion of the subject.
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inevitably involves an expenditure of many thousands of dollars

—a further and much larger investment must be made in order to

provide an adequate plant, with its costly equipment of special

tools and machinery. The total expenditures for the develop-

ment of the engine and the equipment of the factory will almost

certainly run into the himdreds of thousands of dollars.

When all this has been done—when the factory and its me-
chanical equipment are an accomplished fact—there still remains

the even more difficult part of the work—the planning, creation,

proper co-ordination, and operation of an effective factory or-

ganization—one that can turn out the product in sufficient quan-

tity and at a cost that will enable it to make its way in a hostUe

market.

Marketing Problems

With his engine developed and adequately protected by
patents, with a fully equipped and organized factory capable of

turning out engines in quantity and at a reasonable cost, the

enterprise has gone a long way, but it still faces the final step

—

the troublesome problem of distribution—the working up of a

profitable business in the face of the strong and active competi-

tion it will inevitably meet.

To solve this final problem an effective selling organization is

essential. To secure the able and experienced management this

demands, and to build up the selling organization and keep it in

continuous and successful operation, is quite as difficult a matter

as the equipment and organization of the factory and its forces.

Financing an Undeveloped Enterprise

All this must be done before the enterprise reaches the point

of profitable operation. Similar difficulties in greater or less

degree confront every enterprise at its inception, and are well

known to the men with money if they are at all experienced in

matters of the kind. The inventor may secure the necessary
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financial backing in these early stages before his internal combus-

tion engine is either patented or perfected. Such a thing is often

done, but it is ordinarily a matter of difl&culty and almost always

one requiring great inducements. The offering is speculative

—

highly speculative—and the inventor must pay accordingly for

financial assistance. Usually at this stage a half-interest must be

given for the money the inventor needs, even though the amount

be small.

With another invention, or with an enterprise of a different

nature, the difiSculties to be overcome and the expenditures to be

incurred will be varied and in many cases not so great. In any

case, however, where a speculative undertaking in an early stage

is to be brought to a profitably operating condition, the obstacles,

the risks, and probable costs of development are formidable, and

the price that must be paid for the money necessary to overcome

these obstacles will—in terms of the enterprise—be high.

Financing a Partially Developed Enterprise

To return to our engine, if the inventor is able to carry his

invention a step further and secure patents before he asks for

financial help, the situation is much better. Patents can never

be relied upon until they are actually secured. They may be

refused entirely or be granted only in part, and the investment be

more or less of a loss. But with the patent office ordeal once

safely passed and patents granted, the invention takes on a more
definite and assured value. It has passed its first test success-

fully. The road ahead may still be beset with obstacles, but the

general status of the invention is greatly improved; it is more
attractive to the investor, money is not so difficult to secure, and
the interest or share in the enterprise that must be offered for

this money is less than before.

But it must be admitted that money is stiU hard to obtain.

In a case known to the author, the inventor of an apparently

important improvement in the Diesel engine has actually had his
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invention patented and is now asking money for its experimental

demonstration. Engineers of standing have approved his ideas.

The invention, if it does what the inventor believes it will do, is

easily worth half a million dollars. The inventor is, however,

finding difficulty in securing the small amount—hardly more than

a thousand dollars—necestary to prove or disprove his principle.

Here the trouble lies mainly in the fact that the inventor has

not as yet succeeded in "connecting" with the right people, but

even when he does, he will have to give much more for these first

few hundred dollars than he will for as many thousand dollars

after the principle is demonstrated.

Financing a Commercial Proposition

When our internal combustion engine has reached the next

stage—when satisfactory patents have been secured, the experi-

mental work finished, and a successful working model constructed

—the status of the enterprise is immeasurably better. Granting

that the new device has merit, there only remains the risk of

commercial development. The nature of this risk varies with

the nature of the invention, but with anything as attractive as

the improvement in an internal combustion engine, the inventor

should now receive ready and even eager attention and favorable

offers of money from practical men who at an earlier stage could

not have been interested on any terms.

It is to be noted here that, unless the inventor and his asso-

ciates—if he has any—have greater financial strength and more

business experience than is usual with inventors, the point they

have now attained is about as far as it is expedient for them to

carry the invention under their own management. The com-

mercial development that still lies ahead of it is a business proposi-

tion and the inventor is not usually a business man. Up to this

point, however, he is still safely within his own province. He has

an attractive invention covered by patents, and a successful

working model, and it is under such circumstances that he comes



442 PRELIMINARY TO PRESENTATION

nearest to realizing the abstractly correct position that the enter-

prise is as important as the money required for its development.

In practice, he will now be able to finance his enterprise on terms

that were absolutely unobtainable when the invention was only

an idea on paper.

Commercial Development of Invention by Inventor

Should the inventor and his early associates, confident of

their own business ability and experience, decide to go ahead with

the actual commercial development of the enterprise and arrange

for the manufacture and sale of the engine under their own direc-

tion, they are, as stated, leaving their own field of invention and

experimental research and invading the domain of business. If

they have the necessary funds and the experienced abihty to

carry the enterprise to a successful issue this is, of course, advan-

tageous and advisable; but unless they are reasonably certain of

the issue they should not make the attempt.

If they do undertake the commercial development of their

invention, they must be very sure that both their fxmds and their

ability are suflScient to carry the project through. Shovdd they

fall short of commercial success and have to ask for financial

assistance midway of their career, a more disadvantageous posi-

tion could hardly be imagined. The business must have more

money to save that already spent. Meanwhile it cannot stand

still. It must either go forward or backward. Rent is running

steadily on, wages must be paid, bills for outside work and materi-

als are falling due, general expenses are mounting up with start-

ling rapidity, and meanwhile the energies of the owners of the

business are occupied in the search for funds.

Under such conditions the enterprise is looked upon as already

a failure and most men of means will have nothing to do with it.

It has fallen before its wings are fairly spread for flight, and natu-

rally becomes the prey of the vultures of the financial world. As

a matter of fact it is unfair to style the financier who comes to the
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relief of the crippled enterprise a "vulture," even though his

terms may be severe. The parties to be reproached are those who
have brought the enterprise into its unfortunate and embarrassing

position, and the man with the money who comes to its relief and
starts it once more on the way to success is fairly entitled to a

generous reward.

The Financing Point

Just where the point for advantageous financing of an enter-

prise is found, naturally depends upon its nature. The investor

may, perhaps, prefer to come in before the enterprise gets too far

along, before it reaches the money-making point, so that he may
participate in the speculative profits—and in the speculative

risks—as well as in the profits of operation. The general rule,

however, holds good; if the enterprise is attractive and its general

condition good, the further its stage of development the more

easily money is secured and the smaller the interest in the enter-

prise that must be given for the needed funds.

Presentation Conditions

But whatever stage the enterprise may have reached

—

whether it be an inchoate enterprise requiring funds for its incep-

tion and development, a partially developed undertaking for

which money must be had before further progress can be made, or

a going concern requiring money for expansion or the realization

of larger gains—it is a matter of the greatest importance that it be

properly prepared, that it be put in the best possible material

condition and that all needed data be at hand.

For the larger undertakings this is usually recognized and

acted upon. When, however, we come to the smaller financings

—

or proposed financings—the requirements are not so well under-

stood and the presentation is too apt to be deficient, unconvincing,

and ineffective. This failure may be due to ignorance of what is

required on the part of the promoters, or may be the result of an
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unwillingness or inability to go to the expense and trouble which

proper preparation involves. Be this as it may, time after time

enterprises are presented in such crude, incomplete shape and

with so little perception of what ought to be provided, or of what

may be properly required, that the attempted financing is doomed

to failure from the very first.

For instance, an out-of-town inventor will put a bundle of

drawings in his pocket, or a rough model in his grip, and, with a

good Hne of talk in reserve, come on to the financial center in

which he hopes to find his money, with the firm conviction that

he has every requisite for the successful presentation of his pro-

ject. It never occurs to him that patent papers will surely be

called for, or that he will be asked for a clear statement of what

his mechanism will do and why his method is better than others,

or that an exposition of the general state of the trade, business, or

industry in which he proposes to embark will be required, or that

half a dozen other things bearing directly on the matter will be

demanded, and that—despite any merit in the invention—^he is

not likely to get his money until these requirements are met.

Similarly the western man with a mine that he thinks promis-

ing will break out some good big samples of attractive ore, stick

a few maps in his pocket, and board a train for New York, with

the full assurance that he has everything for the presentation of

his property that the most exacting investor could require. When
he is asked for title papers, assays, expert reports, estimates of

cost, and other equally essential data, he is totally unprepared.

His omissions may be rectified, but this involves expense and,

worse still, delay. Then when he is really prepared to talk busi-

ness, the interested parties have cooled off and the unready miner

must prospect further for the capital he needs.

Importance of Proper Preparation

It must be borne in mind that the financing of an enterprise is

a very particular matter. Interested parties may be discovered
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almost at the first attempt; more often after considerable search;

sometimes not at all. But whenever they are found, all informa-

tion and every detail relating to the proposition should be ready

and in such shape that a clear and fitting presentation may be

made while the opportunity offers—when interest is first aroused

and most easily converted into action.

When the man with money is found, it may turn out that all

the material of the presentation is not required. The probabihties

are that most of it will be required, and when anything of the kind

is needed, like the Texan's pistol, it is needed badly—in fact, it

must be had if the desired end is to be attained. Many a promis-

ing financing has been broken off and has come to naught just

from lack of this proper preparation—some needed data, material,

or specifications were not there.

Physical Conditions

Not only should all necessary data be at hand, but the enter-

prise itself, whatever it may be, should be placed in the best

possible physical condition—that is, such condition as will most

favorably impress the prospective investor, or investors, with

both the enterprise and those who are connected with its

operation and presentation.

This is true, no matter what the nature of the enterprise or the

stage of its development. Even with a going concern it will be

regarded with greater favor and secure more easily the money

required if it is in the most effective operative condition. Then

it is not only "going," but "going strong," and the condition is

confidence-inspiring.

Dust, loose ends, rattling machinery, and slovenly methods, it

is true, are not absolutely incompatible with profits. But one

naturally concludes that both the management and the pros-

pective profits are better when every thing is clean and trim,

when machinery is well kept and methods are up to date and

efficient.
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Preparing an Invention for Presentation

If the subject matter of the enterprise be an invention, no

material detail should be overlooked. If it is in the design stage,

the design should be well drawn on tracing cloth or suitable paper,

and the blue-prints should be bright, clean, and workman-like.

If the invention has reached the model stage, the model should be

neat, well made, and as near a thing of perfection as is reasonably-

practicable. Inventors especially are too apt to underestimate

the importance of these details, taking it for granted that a mere

demonstration of the principles involved is sufficient to convince

the investor. In this they are seriously mistaken. A rickety

model, tied with strings and loose at the joints, may demonstrate

a principle beyond question. If, however, it sticks once or twice

in doing so, or a joint comes tmcoupled, or a string untied, and

the exhibition has to wait until repairs are made, the demonstra-

tion is far from satisfactory-—so much so that the man with the

money, who is rarely a technical man or a mechanic, may conclude

that the principle has not been demonstrated at all and that the

whole idea is as shaky as the model itself.

Financial considerations may at times compel the construc-

tion of a home-made model. If so, it should be as well made as

the circumstances permit. If string must be used, it should be

good string, securely tied. If the model must be whittled out of

wood, it should be neatly done and be as secure and practicable

as possible. The "lame" operation of a model does not, as

already suggested, affect the principle involved, but it does affect

the "principal"—the man to whom the exhibition is being made
—and affects him very unfavorably. For this reason, if the

expense can be afforded, polished brass and shining steel, or

closely fitted and nicely finished wood, all sohdly moimted and
forming a well-constructed and smoothly working piece of mecha-
nism, are justifiable and profitable. The matter must not, of

course, be overdone; but carried to the proper point it not only

insures the proper working of the model, but indicates thorough-
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ness and ability on the part of the inventor and thereby strength-

ens his position.

Preparing a Mine for Presentation

In the case of a mine, a quarry, a factory, a mill, or other

similar property, where output, solidity, or capacity are the essen-

tial features, the same regard for superficial appearance is neither

necessary nor desirable. In properties of this kind, effectiveness

is the great desideratum, and a certain amount of roughness,

massiveness, debris, grease, and grime are practically inseparable

from the recognized conditions of production. If, then, these

conditions are not found, imfavorable deductions might be drawn.

It is expected that the property will be put into a thorough condi-

tion of effectiveness, but anything beyond this is not desirable.

For example, if a coal mine is to be sold as a going concern,

or if additional fimds are required for its operation, a general

cleaning and overhauling of machinery and equipment will prob-

ably be undertaken to prepare it for inspection. Such prepara-

tion is entirely proper and expected. Engines, hoists, shafts,

drifts, ventilators, cars, tipples, and the various other parapher-

nalia of the business should be placed in first-class working condi-

tion. If this is not done, if anything is left in bad shape, the effect

produced upon those inspecting the mine is distinctly unfavor-

able. If, however, instead of stopping here, the powers in control

went farther and painted all the woodwork a bright unsullied

white, reduced the culm heaps to pleasing geometrical proportions,

attired the miners in fresh white duck suits, and presented the

breaker boys with clean hands and shining faces, the effect would

be anything but happy.

Most Effective Preparation for Presentation

Theoretically, at least, the subject matter of an enterprise

should be brought to the point of greatest effectiveness, but just

where this point is to be found and what condition of the prop-
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erty will best evidence this state of effectiveness, will vary with

the circumstances and with the character of the men who are

making the inspection. Some business men of the old school—of

the supposedly hard-headed, practical type—when inspecting a

business property with a view to its financing or purchase, may
prefer a somewhat slovenly appearance under the delusion that it

indicates concentration on the main features of the industry

—

that it shows that no time and energy are wasted on elegancies

that might be better devoted to output. On the other hand the

inspectors may be particular to the point of fussiness and if this is

known in advance the property should be prepared accordingly.

As a general rule, however, the safest plan is to put the property

into first-class operating condition and go no further. If this is

done, the impression produced carmot under any circumstances

be so unfavorable as to prove an obstacle to the negotiations.

Overpreparation—False Representations

Just how far it is legitimate to carry the preparation of an

enterprise, when the intention of this preparation is to impress

the man with money, is at times a difficult question. It may be

easily carried to the point where it misleads, conceals, or gives a

distinctly wrong impression. The salting of a gold mine, for in-

stance, or the colonizing of tenants in an office building, is merely

preparation carried to a dishonest extreme. On the other hand

it is not, of course, to be supposed that the parties interested in a

property will emphasize its defects. The fairest preparation is

that which would be made in anticipation o£ a formal inspection

by an owner, a superintendent, or someone else so familiar with

the property that he could not be deceived. Everything should

be put in good shape but there should be no concealment and no

attempt at imposition; defects should neither be suppressed nor

exaggerated; the property should be exhibited at its best, but not

as better than its best.

Sometimes the difficulties of truthful presentation are avoided
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by the very simple expedient of making no representations at all.

In such case the parties owning or controlling the properties

merely state that the property is there subject to inspection and

for sale at the stated price, that the parties interested can in-

vestigate the property as they see fit and "take it or leave it" at

their discretion. This caveat emptor position is not improper, but

is suspicious, and would in most cases very properly terminate

the negotiations right there. It is virtually notice that something

is seriously wrong with the property, and if the purchasers go

further with the matter thereafter it is with fair warning that

material defects or objectionable features exist that do not show

on the surface.

As a matter of law, the party owning the property may per-

haps relieve himself of responsibility by a total disclaimer of this

kind. If, however, he does not clearly throw the purchaser on his

own responsibility and it can be shown that he has knowledge of

conditions seriously detrimental to the property which the pur-

chaser could not discover save by accident or by an unusual in-

vestigation, the owner is liable.

Suppose, for example, that a new shaft sunk on the main vein

of a mine shows that this vein pinches out, and thereupon the

owners quietly withdraw from the shaft and let it cave in, or

assist it in so doing, continuing their active work in the old shafts

wliich are in heavy and valuable ore. They then offer the mine

for sale, on the one hand making no disclosures, but on the other

hand making no specific representations as to future yield, the

prospective purchasers being left to discover the conditions if

they can. Under these circumstances the owners—although

they have made no specific representation—are liable to the pur-

chaser, who buys on the supposition that the vein continues.

They have sold the property at its face value, but this face value

was a false value and if the owners can be shown to have had

knowledge of the facts, they may be held to account.



CHAPTER XXXVII

THE PROPOSITION—PROMOTERS' PROFITS

The Proposition

Nature of the Proposition

The proposition is the trading statement—the concrete offer

upon which money is to be secured. It is the critical feature of a

presentation to which everything else leads up, and in framing it

common sense, judgment, and business abiKty are employed to

advantage. Its details will be governed by the conditions and

necessities of the particular imdertaking. If the enterprise is not

strong in itself, it must make up for its deficiencies by the liberal-

ity of its proposition. If the times are hard and money scarce,

the owners of the enterprise must again be open-handed. If they

are driven by their personal necessities they may be compelled to

meet the capitaHstic demands in full, and the proposition wiU then

be generous indeed.

The Owner's Proposition

The first proposition made by the owner for the financing of

his enterprise will, as a matter of course, be along the lines pre-

ferred by him, or at least be one that he thinks will secure the

money. If the enterprise is a promising one and the owner's

proposition is reasonably fair, he may be able to carry it through

as first laid down. It is, however, rarely that an enterprise is

financed on an inflexible proposition. Changes will surely be

desired by the investors and these may be unobjectionable or

entirely proper.

In framing the proposition it is often diflScult for the owners or

promoters of an enterprise to determine what is a fair offer for the

450
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money they need. A simple way of arriving at this is by the

experimental method. The owners arrange a tentative offer that

seems fair to them, with possibly a trading margin added. They
then try this on a " dog "—the " dog " being some capitahst. The
justness of the proposition is judged by the results. The capitalist

seldom fails to express himself freely, and, making due allowance

for any peculiarities of the particular capitalist, a very fair idea of

the merits of the trial proposition may thus be obtained. The
proposition may then be modified in the light of this knowledge.

The Proposition as Affected by the Plan of Presentation

The plan of the presentation—whether the appeal is made to

a few or to many—will have a direct bearing on the details of the

proposition. If funds are sought from a single person or from a

few individuals, as is almost invariably the case in the first finan-

cing of an enterprise, the party or parties approached are almost

sure to insist that the proposition be shaped to meet their views.

Just how much the owners of the enterprise must concede to

this demand depends, as intimated, upon conditions. If the

owners are themselves of some financial strength, or are good

enough "bluffers" to give the impression of financial strength;

or if they are sufficiently resourceful to find other chaimels

through which money may be secured and, perhaps, set the one

against the other; or if they are of sufficient persuasive power to

rouse the capitalistic imagination, or of such ability and per-

sistence as to be able to work the enterprise out themselves if

they must—the men with money may be brought to fairly reason-

able terms. But unless they are thus quahfied, the owners are in

the hands of the Philistines and must do the best they can

—

which is usually not very well.

It is to be remembered, however, that the possibilities of a

new enterprise and the idea of coming in on the ground floor are

as attractive to the smaller investor as to the men of larger means.

If, then, these latter are too difficult or too grasping it is fre-



452 PRELIMINARY TO PRESENTATION

quently possible, even in the earlier stages of an enterprise, to

appeal successfully to those of lesser means, each of these putting

in a small amount, but the total of their subscriptions aggregating

the larger amount needed. When this can be done, the owner of

the enterprise may, within reasonable hmits, arrange the details

of the proposition to suit himself.

The appeal to the small investor is discussed in some detail in

a later chapter.

'

Proposition Details

It is but rarely, as already suggested, that a proposition

framed by one party will exactly meet the views of the other

party, and the purpose of the first offer is to give a definite basis

for discussion—something that will determine the possibility or

the probability of the parties getting together. Too much detail

would therefore be confusing and distract attention from the real

issues. For this reason the requirements of the proposition are

usually expressed in concise memorandum form, and minuteness

of statement is neither necessary nor desirable. If the main

points can be agreed upon it is almost certain that the minor

points will present no serious diflaculty and in the formal agree-

ment all these matters can be stated with full detail and clean-

cut finality.

Just what is to be brought into the proposition will depend

upon the conditions of the particular undertaking. It is impor-

tant that every material requirement shall appear—everything

that will enable the party to whom the proposition i^ made to

judge it inteUigently. Nothing is more disconcerting to the capi-

tahst, or more likely to break off the negotiations when an agree-

ment is almost reached, than to bring in additional demands or

requirements. Naturally everything that goes to make up the

proposition should be stated with the greatest possible clearness.

Most of the details that will appear in the proposition are

' Chapter XLIII, "Public Presentation."
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obviously necessary. Others are matters of judgment. Thus if

the owners of the enterprise are to give a part or all of their time

to its operation, this fact should be stated in the proposition, and

a' stipulation for reasonable salaries in cash or in stock is fair and

might properly appear. The amount of these salaries might,

however, be left for later settlement when the amount of time to

be given to the enterprise and the responsibilities to be borne are

more definitely known. If minority interests are involved, the

proposition might require reasonable protection for them, the

method by which this protection is to be attained being either

included or left for future agreement, as seems best. If a specified

management is to control, this should be stipulated and the

proposition might then very properly provide the method for the

maintenance of this management. If royalties are to be paid,

their amount should be fixed in the proposition and they should

be so secured by stated provisions for minimum output and

specific dates of payment as really to protect the owner.

Promoters' Profits

Propriety of Promoters' Profits

Almost invariably the financing of an enterprise involves

profits to promoters or agents. Such profits are not improper in

themselves, but they are sometimes difficult of realization when

they are known to the parties who contribute money, and there

is therefore a strong tendency to conceal such profits. This situa-

tion frequently arises when a corporation is being organized and

financed for the express purpose of taking over or purchasing

options or properties which form the basis of the undertaking.

In such case the promoters usually desire to realize their profits,

preferably in cash, but otherwise in stock when the transfer of

the properties is made to the corporation, and it is here that

troublesome questions frequently arise.

If under such conditions the properties were turned over to

the corporation at the promoters' actual purchase or option price,
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the transaction would be legitimate and unobjectionable—save

to the promoters. From their point of view a transfer without

profit to them would be purposeless, and to prevent any such

"marking time" they usually attempt to transfer these proper-

ties to the corporation at prices higher than those called for by

their options, or, if the properties have been purchased by them,

at prices higher than their own purchase price, the difference

representing the promoters' profit. Even here there is nothing

to be said if the facts as to the promoters' profits are known to aU

the parties concerned. Usually the promoters have brought about

the organization of the corporation for the express purpose of

securing these special profits and there is no intrinsic iniquity or

injustice in so doing. The only question is as to the propriety

and legality of the arrangements for their collection.

Promoters' Relation to Corporation

Too frequently the methods of promoters are not only of

doubtful moral status but directly in conflict with the established

law.

The relation of the promoter both to the corporation and to those

associated with him in its organization is one of trust. He is guiding

the affairs of the incipient corporation and is supposed to be safe-

guarding its interests as he would his own. . . .

This doctrine is too clearly established to be questioned. The con-

fidential relations of the promoter being admitted, it foUows then that

while he may with entire propriety and legality profit by his connec-

tion with the corporation, such profit must be made and taken in such

ways as are compatible with these existing confidential relations.^

The usual mistake the promoter makes is in dealing with the

corporation as he would with some stranger. As already stated,

excessive or even large profits are difficult of realization if the

party from whom they are to be drawn is informed as to the facts,

and for this reason the promoter wishing to sell property to the

' Conyngton, "Corporate Organization and Management."
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corporation, usually conceals or, worse still, misrepresents its

real cost. If the property were actually owned by the promoter

before the organization of the corporation was undertaken, the

status would be different. Then under ordinary conditions there

would be no compulsion upon him to reveal the cost of the prop-

erty and he might sell it to the corporation at any agreed price

and, in the absence of misrepresentation, without fear of legal

consequences.

Promoters' Improper Profits

Usually, however, the promoter does not own the property

to be taken over by the corporation but either holds it under op-

tion or is acting in the interests of the real owner. If in this

position he makes a profit on the transfer to the corporation with-

out the full knowledge of his associates and the corporation, he is

in conflict with the law, for it has been laid down clearly and un-

mistakably that a promoter must not make any secret profit out

of his corporation, or out of those associated with himself in the

formation of the corporation.

It is thus clear that any special profits made by the promoter

are illegal unless made with the full knowledge of all the others

interested, or with the consent of an independent and fully in-

formed board of directors, or with disclosure of the conditions to

intending stockholders. If otherwise, suit for redress might be

brought at any subsequent time by the corporation or, under

some circumstances, by the stockholders who have contributed to

the promoter's improper profits by the purchase of stock on its

first issue, or of treasury stock thereafter.

General Doctrine as to Promoters' Profits

To summarize, it seems very clear that the promoter is well withia

his rights when he organizes a corporation to purchase his own pro-

perty, provided that such purchase is directed by an independent

board capable of impartial judgment as to the value of the property

and the advisabiUty of the purchase by the corporation, and that such
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purchase is made with full knowledge of the fact that the property in

question belongs to the promoter.

In all such cases the promoter, having purchased or otherwise

acquired the property before the inception of the corporation, was not

and could not in any way have been acting as the agent or trustee of

the corporation when he purchased the property. He may therefore

have acquired it at any price or in any way, and, when later the cor-

poration is organized, he is at Uberty to offer his property to the cor-

poration at any advanced, or different price he may choose, without

divulging the profits to be made thereby. The one essential is that

the promoter's interest in the property shall be disclosed, and that

such offering shall be absolutely without misrepresentation. If he

represents that the property is owned by him when held only by op-

tion, or that it is turned in to the corporation at the cost to him when
he is i;eaUy making a profit, such misrepresentations are, under the

circumstances, material and render the promoter liable for the secret

profits so secured. Without such misrepresentations, however, he

may make what profit he wiU.'

Methods of Concealing Profits—Protection by Owner

When, as frequently happens, the promoter's profits on prop-

erties transferred to the new corporation must be secret profits,

if they are to be on the hberal scale desired by him, different

methods are employed to effect the necessary transfers without

coming into conflict with the law and without revealing the true

facts. These methods, while sometimes allowable, are in most
cases of doubtful propriety and of doubtful legaUty as well. The
methods more frequently employed are discussed in the following

pages.

If the owner of the properties is willing to assist in the conceal-

ment of promoters' profits, he will sometimes give options to the

promoters at such advanced figure as may be desired by them,
privately agreeing at the same time to "protect " the promoters

—

that is, to pay over to them all amounts received by him in excess

of his real price. Thus if the owner of a mining property is willing

3 Conyngton, "Corporate Organization and Management."
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to sell it for $35,000, he may give the promoters an option at

$40,000—agreeing to "protect" them in the advance over his

price. Then as soon as the owner receives the $40,000 required

by the option he turns the $5,000 over to the promdters and the

transaction is closed. This is the simplest method of arranging

such a matter. It is entirely legitimate if the promoters are deal-

ing with strangers and make no misrepresentations. If they are

dealing with the corporation organized by them for the purpose

of buying such property, the transaction would not stand legal

scrutiny.

The Double Option

Another method of concealing promoters' profits is for the

owner of the property to give two options to the promoters, one

at the real price, the other at the advanced price at which the

promoters desire to sell the property. The higher priced option

is exhibited and apparently acted upon. When the properties

are to be transferred, the deeds or assignments are escrowed with

a trust company or some other trustee under an agreement that

upon receipt of the price—which is, of course, the advanced or

fictitious price—by the trustee, the deeds or assignments will be

turned over to the parties making the payment, the owner will

be paid his real price, and the parties who hold the option will be

paid the balance which represents their profit in the transaction.

This is obviously merely a variation of the preceding plan, but is

frequently preferred. As in the preceding case, if the sale is made

by the promoters to the corporation organized by them, this is

very clearly a case of secret profits that could be overturned if the

facts became known.

Fictitious Options

If the owner of the property is not willing to become a party

to any such concealment, a plan sometimes pursued is to take the

option out in the name of a "dummy," i.e., some friend or
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associate of the promoters who acts his part in the matter for

some nominal payment, or perhaps purely for accommodation.

This dummy, after the option is made out to him, gives in turn

an option to the promoters at a higher price, and this option is the

one that is shown. The actual transfer of the property is then

again handled through a trustee who makes the delivery and

necessary payments.

This is obviously a more risky proceeding than in either of the

cases first discussed, as here the owner is not an accomplice,

usually has no reason for concealing his price, and the details of

the transaction are therefore almost certain to become known.

When they do, trouble is likely to ensue for the promoters.

A Case of Concealed Profits

Concealments of this nature are, as stated, almost always of

doubtful propriety and sometimes of more than doubtful legality.

They are a frequent cause of trouble and loss, as in the following

instance known to the author. In this case a tract of land in the

Southwest containing many thousands of acres was handled under

a double option, i.e., an option at the owner's price was given to

one party, who thereupon gave to a second party another option

at an advanced price. Both these parties were interested and the

difference between the two prices, amounting to over $30,000,

was to be divided between them in case the property was sold.

The second broker found a purchaser, but, in order to secure

an additional profit on the transaction, gave this purchaser to

understand that he would receive nothing from the owner of the

land. From one point of view this was, of course, literally true,

but was as to its effects a misrepresentation. The purchaser took

the statement to mean that the broker who brought him the land

must look to him—the purchaser—for any profit from the trans-

action. Accordingly the purchaser agreed to give the second

broker, in lieu of any direct commission or other payment and in

settlement of all claims for services, a 10 per cent interest in all
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profits. As part of the consideration, the second party agreed to

look after and handle the purchased land. This was satisfactory

to both parties and the sale was consummated.

The matter went on for some years when the purchaser of the

land met the former owner of the property and comparing notes

discovered that the second broker—^his supposed ally and agent

—

had already made a considerable profit from the transaction.

Instead of proceeding against him for recovery of the secret profit,

the purchaser merely notified him that his contract for lo per

cent of the total profits on the land was canceled. The broker

very wisely made no protest. His loss was, however, heavy

—

more than $100,000—for the purchaser's profits from the land

have already amounted to over $1,000,000, and the end is not yet.



CHAPTER XXXVIII

COMMISSIONS AND BONUSES

To Whom Commissions Are Payable

In the various phases of financing, the owner of an enterprise

may be called upon to pay commissions or compensation for ser-

vices rendered, as follows:

1. To parties who effect an outright sale.

2. To parties who directly secure money for the enterprise,

whether by sale of stock or other securities, or by the

sale of an interest in the enterprise.

3. To parties who interest other parties, these other parties

bringing money into the enterprise.

4. To parties who give introductions leading directly or

indirectly to money.

These differing commission pa3Tnents are considered in the

present chapter, the order being as above.

I. Commissions on Sales of Property

Commissions under the first head—that is, paid to parties

who make a sale of the subject matter of the enterprise, as an in-

vention or mine—are simple. Such a transaction is usuaUy clean

cut and a fair commission is easUy determined, although there is

no absolute rule. A sale of real estate in New York City carries

a commission of 2>^ per cent, in the absence of special agreement,

on the value up to $40,000, and i per cent on the value in excess of

$40,000. For the sale of a fairly good mine, 5 per cent is supposed

to be the proper commission. For general offerings there is no •

understood rate, the matter being a subject of special agreement

in each case.

460
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2. Commissions on Sales of Stock or Interest

Under the second head, where stock, or bonds, or an interest

in an enterprise is sold, the conditions are more difficult, but the

matter is still usually clean cut and the commission or compen-

sation paid the broker or promoter is not difficult of arrangement.

This is usually a percentage of the money secured, or perhaps

some stock interest ranging from 5 to 25 per cent, or even more.

Or sometimes a certain amount of stock will be given the agent or

promoter in payment for his services, this amount having no

relation to the cash secured. Or, as discussed later in the chapter,

at times the owner of the enterprise will fLx a flat price for a cer-

tain interest or block of stock, leaving the promoter to make what

he can for himself.

3. Payment for Indirect Financing

Under the third head, where parties interest others, these

latter securing the money for the enterprise, the conditions are

apt to be harder. The immediate parties do nothing more active

than bringing others into the matter, these others perhaps secur-

ing the needed money from still other parties. If, however, the

money comes in, the parties who occupy the position of "con-

necting links " are entitled to a fair payment, the amount of which

should be agreed upon in advance and which is sometimes diffi-

cult of estimation. If, however, the money comes only in part,

or comes in conditionally, the matter is apt to be complicated,

and still more so when, as sometimes happens, the matter passes

through the hands of two or three parties before the actual in-

vestor is reached, each of these parties demanding payment for

his services.

This was the point at issue in a very characteristic suit for

commissions. A Boston broker was asked to secure money for

the development of a mine. He agreed to undertake the matter

on condition that he receive a commission of 10 per cent if he

secured the money, either directly or indirectly. Not being able
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to raise the money himself, he introduced his client to a New York

broker, who also made a commission agreement with the owner

of the mine. The New York broker in his turn failed to get the

money directly, so introduced the mine owner to a third party.

This third broker also made a contract for compensation with the

long-suffering mine owner and got the money. The Boston

broker was supposed to have been eliminated by this time, but,

hearing that the money was secured, promptly brought suit for

his commission. He won his case, but failed to collect because

the whole enterprise went to pieces.

4. Payments for Introductions

Commissions under the fourth head—for introductions—fre-

quently strike those unfamiliar with the practice as strange and

uncalled for. Under ordinary circumstances, and particularly in

the smaller towns and cities, if a man cannot or will not put

money into an enterprise himself, but thinks a friend or acquaint-

ance may be disposed to do so, he introduces the owner of the

enterprise to this friend or acquaintance purely as a matter of

course and of courtesy and without expectation of profit. In the

larger cities, however, and especially in financial circles, an "im-

paid" introduction leading to money would be regarded as an

inexcusable disregard of the proprieties of business.

The practice of payment for introductions is not without

justification. In financial circles a man regards his moneyed
friends and connections as part of his capital. If he needs money
for a good enterprise he can probably get it from them. Their

capacity is, however, limited. If, then, he "taps" these money
reserves by introducing a friend or a business acquaintance with

an enterprise to finance, he looks upon the proceeding as in effect

parting with a portion of his capital, and demands payment
accordingly.

Or, from another standpoint, he may look on it that he can-

not help the man with the enterprise directly, but he can in-
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directly and that he is just as dearly entitled to payment for this

partial assistance as if he did the whole thing—^not to so much,

of course, but still to a compensation commensurate with the

service that has been rendered.

It must also be remembered that an unqualified introduction

is to some extent an indorsement of the party introduced and

sometimes a very valuable indorsement. No one would care for

an introduction that did not carry this semi-indorsement—for an

introduction that did not make him favorably known—and if he

gets this he gets something that is of value and therefore a proper

matter for payment.

Be the ethics what they may, the fact remains that in promot-

ing circles a commission or payment is expected for introductions

made for the purpose of securing money, if money is secured

thereby, and further it may be said that this payment can be ex-

acted by legal proceedings unless it is clearly understood that no

such obligation is incurred by the party introduced.

There is no rule or custom as to the amount to be paid for an

introduction. Usually the agreement will provide that a payment

is to be made if money is secured, this being either a percentage

or some fixed sum. In one case the owner of valuable oil proper-

ties paid several thousand dollars in cash for such an introduction

without regard to results, the payment being due as soon as the

introduction was made. Such an arrangement is not, of course,

usual.

When arranging for an introduction of the kind, care should

be taken that the liability for commissions extends only to the

money secured for the matter in hand. Otherwise the introducer

may claim a commission on further business transacted between

the introduced parties for an indefinite length of time. In the

absence of an express agreement to that effect, such a continuing

claim could not ordinarily be enforced, but trouble may be saved

by a distinct understanding that commissions are only to be due

on the one particular transaction.
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Amount of Commission

As to the amount of the promoter's commission, no fixed rules

exist. It will depend largely on the conditions. If a man has a

first-class enterprise, attractive in nature and in good shape, and

particularly if he is not harassed by personal financial necessities,

or the necessities of the enterprise, he will have to pay a fair

commission, but not an excessive one—^probably from 5 to 10 per

cent of the amount secured, or perhaps some lump amount in the

securities of the enterprise. If the enterprise is not quite so

meritorious, or the financial condition of the owner is not so good,

the commission rate will run higher, probably from 10 to 25 per

cent. With a doubtful enterprise or a desperate need of finance,

the commission demanded will run up to an indefinite percentage.

The matter of commissions is also frequently complicated by

changes in the terms on which money is obtained. It is seldom

that the funds for an enterprise are obtained on the proposition

first made, especially where the conditions of the enterprise are

not of the best. The men with money are usually good business

men, and if the enterprise is not in good shape or not in the shape

that suits them, they have no hesitation in suggesting changes.

Usually the man with an enterprise will find it of advantage to

meet any reasonable demands and then if the commission to be

paid his promoter has been arranged on the basis of the original

proposition, a fair adjustment of the matter may be very difi&cult.

The Flat Price

Frequently, when dealing with a promoter, the owner will

name his best terms or, as otherwise expressed, will fix a flat price

for the interest offered and then let the promoter raise the neces-

sary money and save or make as much for himself as he can

—

perhaps within fixed Hmits. For instance, the owner of an enter-

prise may be willing to give a half-interest for a certain amount of

money. He turns the whole matter over to his promoter under
an agreement to deliver 50 per cent of the enterprise as a con-
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sideration for the designated amount, expressly stipulating that

he shall not be liable for any commissions or for any expenses

incurred by the promoter in his work. This does not provide

any specific commission for the promoter, who must then make

his profits the best way he can.

If the enterprise is a desirable one and the promoter a man of

fair ability, he may perhaps induce the parties with whom he is

working, i.e., his prospective purchasers, to allow him some pay-

ment for his services. In the ordinary enterprise that is, however,

a somewhat difi&cult matter, as the man with the money is almost

sure to demand at least 50 per cent of the undertaking in return

for the money he invests, and is not inclined to give any of it to

the promoter. Ordinarily, therefore, the promoter cannot look

to the purchaser for a commission, and to meet the situation he

must increase or "load" the price of the half-interest before

offering it for sale, with the expectation of retaining the excess

amount as his compensation. This practice is common and is

not open to objection—legal or otherwise—^provided that the

increase is reasonable in amount and that the promoter makes no

misrepresentations. The general plan is the same as that dis-

cussed from another viewpoint in the preceding chapter imder the

heading "Protection by Owner."

To guard against excessive loading when a "flat" price is

given, the owner should fix some maximum figure above which the

broker or promoter may not go. Theoretically it would seem that

the promoter would himself stop at a reasonable price, but in

practice he does nothing of the kind, frequently loading so

heavily that success is impossible. Some price limitation is there-

fore very desirable.

Promoter vs. Financier

The promoter's profits are discussed interestingly in the fol-

lowing quotation. ' Here, it is taken for granted that the pro-

' Dewing, "Financial Policy of Corporations."
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moter is but little more than a connecting link between the enter-

prise and the banker who raises the money.

The exact proportion of common shares that shall go to the pro-

moter is always the subject of considerable negotiation. Invariably

the banker takes the lion's share under the apprehension that the risks

of furnishing capital are greater than those of furnishing imagination

and enthusiasm. Furthermore, and this is certainly true, the evil

consequences to a banker's reputation likely to follow from the failure

of an enterprise are more lasting and more serious than in the case of

the promoter. The promoter will be excused in the light of his volatile

imagination, but the banker wiU not be excused on any such ground.

His judgment was wrong, and judgment is the banker's chief asset.

Under these circumstances the banker will require a majority of the

common shares. Some will go to outside investors, some to attorneys,

and some to engineers and general utUity men. Custom seems to have

decreed that about lo per cent of the common stock is a fair com-

pensation to the promoter, but this may be increased very much if the

promoter assumes larger functions than those ofmerely conceiving the

enterprise. Where he combines the functions of inventor, promoter,

and banker he may even take 51 per cent of the entire capitalization

as his compensation.

Commission Agreements

When the services of a broker or promoter are retained, a

written commission agreement is customary. Indeed it should

invariably be required. Such an agreement may be as formal or

informal as desired, provided it is clear. A proposition in ordinary

letter form, addressed to the promoter, and making him a direct

offer will, when accepted by him, be quite as effective and binding

as the most formal contract.

The details of the agreement, no matter what its general form,

should be expressed with absolute definiteness. Usually the

agreement will, if of any importance, be drawn by the attorneys

of the interested parties, but in any case these parties should

themselves see that the important points which follow are pro-

perly and clearly covered.
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1. The agreement should designate specifically the enterprise

covered by its terms. Also the general plan or proposition on

which it is to be financed should be stated broadly at least. This

should be done for the sake of clearness and to aid in the interpre-

tation of the contract provisions.

2. The agreement should be confined to the immediate pro-

motion—that is, it should apply clearly and unmistakably to the

one enterprise then in hand, and to work performed in connection

with that enterprise and in accordance with the terms agreed

upon. Frequently a commission agreement is so vague in its

terms as to raise the question whether it does not also include

other undertakings which the owner of the enterprise is then

financing or may take up later.

3. The agreement should be clearly defined as to scope. Is

it exclusive—^is the enterprise "tied up" for the term of the

agreement, or may the owner accept funds from other sources if

opportunity offers? Or, further, does the agreement cover the

offering in every phase? Frequently a promotion contract for

patent rights, intended to apply only to the United States, will be

so loosely drawn that the promoter can claim to control foreign

rights as well. Whatever the agreement covers or gives should be

clearly stated. If it is not intended to tie the enterprise up at all,

i.e., give no option or exclusive right of any kind to the broker or

promoter, this fact should be stated specifically, unless it is al-

ready shown clearly and unmistakably by the context of the

agreement. Tentative agreements of this kind are common.

They are frequently verbal, are more frequently in letter form,

and are merely intended to give the promoter a working basis

without tying the enterprise up in any way. If the promoter can

find parties who will supply the money on the specified basis, or,

as it is sometimes phrased, "on terms acceptable to me," before

the owner himself finds the money he needs, or makes some other

arrangement, it will be accepted and a commission be paid—this

coromission either as fixed in the agreement, or as decided upon at
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the time the money is secured. The owner is, however, at full

liberty meanwhile to finance his enterprise elsewhere, or to change

his plans entirely if he sees fit. The danger in such a case is an

unintentional wording of the letter or more formal agreement that

will give the promoter rights or a standing that was never in-

tended.

4. The agreement should be limited as to time, particularly

when the rights granted are exclusive. Usually a promoter wiU

demand—and not improperly—an exclusive control of some kind,

but if so the period of such control should be definitely fixed.

The promoter may be imable to finance the enterprise promptly

or will perhaps not push the matter at all and, if no time limit has

been placed upon his exclusive control, the owner may, when he

becomes impatient or finds other opportunities to get the money

he needs, find the whole thing held up by the promoter until he is

paid for its release. Also, if the promoter will consent to such a

stipulation, it is wise to provide some means of terminating the

agreement before the specified time should the owner find other

channels of financing, provided, of course, that no binding obhga-

tions have been entered into at that time by the promoter. In

such case the promoter would probably—and properly—require

that some proportion of his commission be paid as compensation

for the work already done.

5. The agreement should make provision for any partial ful-

filment of its terms. The promoter may secure but a portion of

the required money within the specified time. It should therefore

be provided that the owner is at liberty either to accept or reject

these partial subscriptions. In case of acceptance the promoter

would, of course, unless otherwise agreed, have a pro rata com-

mission on the amoimts actually obtained by him and accepted

by the owner.

6. The agreement should provide for any modification or re-

adjustment of the original plan. As already stated, it is seldom

that an enterprise is financed along the lines first laid down, and
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some flexibility in the commission agreement is therefore de-

sirable. Without it the owner may, in the course of the negoti-

ations, have an advantageous proposition on a modified basis, but

be unable to accept it on account of the rigid terms of the com-

mission agreement—that is, the promoter may then have it in

his power to hold up the whole matter until terms satisfactory to

him are agreed upon, or until his full commissions have been paid.

To cover this point the agreement might provide that in case of

any change in the proposition the commissions shall be settled by
reference to a third party if the principals cannot agree.

7. The agreement should state with precision the commissions

to be paid and whether these commissions are payable in cash or

in securities. If payable in the latter, the securities intended

should be clearly designated.

8. The agreement should specify whether the commissions are

payable on the net amount of money secured or on the gross

amount before deductions are made for expenses. If not other-

wise specified, the commissions are payable on the gross amount.

9. The agreement should state when and how commissions are

payable. Unless otherwise stipulated, commissions are payable

as soon as the owner of the enterprise reaches a definite agreement

with the parties who are to invest. Then, perhaps before the owner

has received anything beyond the signed agreement, the promoter

may legally claim and enforce payment of his commission. To

provide against this, the agreement should state that commissions

are payable only when and as payments are received by the owner

of the enterprise. If a part of the commission is payable in securi-

ties, the time of delivery for these securities should be clearly

stated.

10. If the promoter is himself to pay the expenses of his effort

to secure money, it is advisable that this be specified in the con-

tract. The promoter might not be able to substantiate a claim for

expense payments even without specification, but to avoid trouble

the matter should be clearly stated.
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Bonuses

The bonus differs from the commission. A commission is a

payment for services rendered; a bonus is something in addition

to this payment, or, speaking generally, it is a gift offered or given

to secure some special service or gain some special end. For in-

stance, the owner of the enterprise may enter into a commission

agreement with a promoter, in which the amoimts of commission

are specified. The owner may then offer a bonus in addition to

this commission, if the promoter will complete the matter within

a specified time. Or if bonds are to be sold, a certain amoimt of

stock is frequently given to the purchasers as a bonus. In this

case the bonds are offered at a certain price and the stock is

thrown in without direct consideration as an additional induce-

ment for the purchase of the bonds. Or sometimes a bonus or

gift of stock will be given to some influential party merely to

secure the use of his name, perhaps as a director, or possibly mere-

ly as a stockholder. It is also quite common to give a bonus of

common stock with preferred stock when this latter does not

carry the right to vote. At other times cash bonuses are employed

on the same general lines.

Such bonuses are common and are frequently employed to

advantage. At times they add materially to the attractiveness

of corporate offerings, and are used in other matters to good effect.

Within the knowledge of the writer a bonus, or, as it was called in

this case, a "retainer," of $5,000 in cash was paid a prominent

firm of attorneys for allowing their names to appear on printed

matter as counsel of a certain enterprise. In addition to this sub-

stantial payment, the attorneys received their regular fees for

all the work done by them in connection with the enterprise.

The solidity given to the enterprise by the appearance of these

responsible parties as its attorneys, was considered, and probably
was, worth the full amount paid them. Whether it was a strictly

professional proceeding on the part of the attorneys is another
question.



CHAPTER XXXIX

UNDERWRITING

Nature and Purpose of Underwriting

Underwriting, as the term is used in financing, is a method of

sales insurance whereby responsible parties—^known as the imder-

writers—agree either to purchase specified corporate securities in

bulk for resale later, or, if these securities are offered by the issu-

ing corporation at public sale, to purchase any balance of such

securities not taken by the purchasing public. In either case the

corporation is absolutely assured of the sale of its securities.

When a substantial company has been organized and its stock

or bonds are to be sold, or when a company already organized

issues additional stock—preferred or common—or perhaps an

offering of notes or bonds, the question of sale is one of paramoimt

importance. If offered by the corporation itself the sale may go

but slowly or even fail in whole or in part. In either case the

prestige of the company is injured. Again, even though the se-

curities sell as rapidly as could be expected, it may require some

time for the sale of the entire offering, while the funds are needed

at once. Or at times it may be desirable to keep the securities off

the market while, as before, the funds are needed at once.

In any of these cases the possible or anticipated dangers are

avoided by means of underwriting—that is, for an agreed compen-

sation the sale of the securities is guaranteed by responsible par-

ties, as some bank, or trust company, or perhaps a syndicate com-

posed of individuals or banks, or both.

Advantages of Underwriting

The advantages of underwriting are manifest. The company

that issues underwritten securities is absolutely assured, no
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matter what the conditions of the money market, and no matter

what reception is accorded its securities, that its money will be

available at the agreed date or dates. Also the danger of dis-

credit, or of financial embarrassment from a failure to sell the

securities at public offering, is eliminated. Any unsold securities

are quietly taken up bythe underwriters, and the company issu-

ing the securities pursues the even tenor of its financed way
undisturbed.

The arrangement is a very common and very convenient one

and the cost of underwriting is usually well justified by the bene-

fits received.

Underwriting vs. Direct Sale

Direct sales of stock by a corporation are almost invariably

limited to its stockholders. Offerings to the general public are

looked upon askance and are not often made by reputable cor-

porations. The reason is explained in the following quotation:'

The question of direct selling frequently presents itself to a cor-

poration. In this respect there is a very strong prejudice to deter a

corporation engaged in the railroad, lighting, or manufacturing

business from trying to sell its own securities. So strong is this feeling,

that investors assume that the corporation cannot find a reputable

banker to offer its securities, if it resorts to offering them itseU. This

reason alone is sufficient to deter most corporations from attempting

to advertise and sell their own stocks and bonds, but there are other

reasons based on economy and expediency.

The first is that of cheapness. It would cost the corporation a
great deal to sell its stocks or bonds to the pubUc directly through a
campaign of advertising. It is unprepared for the work. It has no
selling organization, no facilities for protecting the investor, no trained

men of expert knowledge to investigate investment conditions. To at-

tempt to supply all these needs and facilities in even a small degree,

would require an expenditure so much greater than that entailed by
the banker already possessing a seUing organization, that the policy of

direct selling could not be considered for a moment.

' Dewing, "Financial Policy of Corporations."
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Beyond this the underwriting bankers practically guarantee

the soundness and desirability of the securities they offer. This

being true, the underwriter becomes, as it were, an ally of the com-

pany and the "watch dog" of the outstanding securities. They

cannot fail without discredit and loss to him. He must to a rea-

sonable extent provide a market for the securities, should any of

the holders wish to sell, and see that the price is maintained.

All this reacts strongly to the advantage of the corporation.

However, the author just quoted ends a discussion of under-

writers' profits with the statement:

It is trae that in spite of all the reasons why corporations should

not try to market their own securities, there are many instances in

which they have tried to do it. If the corporation enjoys strong credit,

if the securities are conspicuously attractive, and if the general invest-

ment conditions are very favorable the sale wUl succeed. This does

not prove, however, that such a policy is wise.

Underwriting Procedure

Two distinct plans are pursued in ordinary underwriting,

which, though they are the same in principle, vary in detail.

Under the first plan the securities are offered to the public by the

company which issues them, or by the fiscal agents of this com-

pany. The underwriters then merely stand behind the'offering,

undertaking to purchase the securities themselves if they are not

purchased within a certain time by the pubKc.

Thus in connection with a recent consolidation it was an-

nounced that " 150,000 shares of A stock and 400,000 shares of

B stock will be offered to present stockholders of the two com-

panies, and the amount not taken will be purchased by an under-

writing syndicate headed by Blair and Company."

Under the second plan the underwriters practically purchase

the securities, paying for them at such times and in such amounts

as may be agreed. The underwriters then either sell the securities

at once, or hold them until such time as they can be disposed of to
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advantage. In either case the company has its money and is not

further directly concerned. Thus the Pennsylvania Railroad's

issue of 7 per cent bonds in 1920 was not offered direct to the

public at all. It was purchased by a syndicate of bankers and was

sold by this syndicate to the purchasing pubKc. Most of the

present-day underwriting is conducted on this plan.

Underwriters' Compensation

Under First Plan. The method of compensating the under-

writers varies with the plan adopted. Under the first plan an

imderwriting price is fixed for the securities—that is, a price at

which the underwriters must purchase if the pubhc do not. In

this case the public appealed to is almost invariably the stock-

holders of the corporations by which the securities are issued.

The price at which the securities are to be offered to the stock-

holders is made part of the underwriting agreement and is higher

than the price at which the underwriters must purchase if the

stockholders do not.

The stock is then offered to the stockholders. If it is all pur-

chased, the underwriters are released from their obligation and

receive their agreed compensation, which is all or a part of the

difference between their price and the price to the public. The
underwriters, then, receive a substantial compensation for which

they have given no equivalent beyond the insurance value of their

guarantee. All they have done is to stand behind the offering,

prepared to take the stock if the stockholders do not. At the same

time the company has been absolutely guaranteed the under-

written price. The underwriters' compensation is probably not

excessive.

If, on the pubhc offering, none of the stock is sold, or perhaps

but a portion of it, the underwriters must then come forward and
purchase all unsold stock at the underwriters' price. This ends

the transaction so far as the company is concerned. It has sold

its stock at a low price, it is true, but the sale has been effected
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and it has the money needed for the purposes of the company.

On the other hand, the underwriters have made an actual pur-

chase of the stock and they must then rely on a future sale at an

advanced price for their profit. They have, it is to be presumed,

bought a good stock at a low price and their profits are postponed,

but are not lost.

Under Second Plan. The second plan of underwriting is, as

stated, a sale of the stock or bonds to the underwriters at such a

price as will allow them a substantial profit on a resale. Thus,

suppose a corporation decides upon an issue of bonds. It does

not think they will be purchased by its own stockholders if offered.

It would not be thought good business to offer them direct to the

public. Accordingly a bargain is made with some banking house,

or perhaps a syndicate of bankers, to take over the entire issue at

an agreed price. This price is less than the price at which the

banker or syndicate will sell to the public, the difference between

the two prices representing the S3aidicate's profit, or, looked at

from another viewpoint, its commission for selling the bonds.

Profits of Underwriting

The profits of underwriting are usually small as to percentage,

but large in amount because of the size of the issues. Ordinarily

the risk is not great. A banker or a broker familiar with the con-

ditions, both of the security and the market upon which it is to be

offered, should be able to determine with much accuracy both its

real value and its prospects of selling. It is in fact purely a prob-

lem of marketing, and as experts in marketing of this kind, the

banker and broker should rarely fail in their judgments. In prac-

tice, however, losses on underwritten securities are not uncommon

and are sometimes very heavy.

The general subject of underwriting profits is discussed very

interestingly in the following quotation:*

' Dewing, "Financial Policy of Corporations.'
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The profits obtained by the investment banker are sometimes

very much exaggerated and sometimes very much understated. It

aU. depends on the kind of security dealt in, the ease of sale, and—^un-

fortimately—the grip the banker has on the corporation. The gross

profit is smallest on the non-taxable bonds of Massachusetts cities and

towns. It is largest on the preferred stocks of small, local manufactur-

ing enterprises. The difference in gross profit is extreme. Very fre-

quently the gross profit on a Massachusetts short, serial bond is as

low as a half of i per cent, $5 on each thousand-doUar bond; very

frequently the gross profit on the preferred stock of the small industrial

is as high as 20 per cent, or $200 for each thousand dollars of par value.

Between these extremes lies most of the investment business. .

As the bond house will aim to sell a larger proportion of the more

profitable issues, we may conclude that its gross profit on its entire

volume of sales will be about 5 per cent. Similarly the house which

specializes in preferred stocks may expect a gross profit of over twice

as much. . . .

Taking this gross profit of 5 per cent on the entire sales, or $50 a

bond, as the average for a high-grade bond hoiise, it is interesting to

note the distribution of the expenses. If conducted with care and if

the costs of investigating unproductive enterprises be included, the

net expenses of bu5dng wiU be at least i per cent, or $10 a bond. On
big refunding issues and municipal issues it will be less, whereas on

smaller underl}dng issues it wiU be greater; but this estimate is prob-

ably a,' fair average. Including all the advertising, commissions,

personal solicitation, and free service expenses it would cost the bond

house an average of about 2 per cent, or $20 a bond for selling ex-

penses. General and overhead expenses, clerk hire, telephones, and the

like absorb at least i per cent. Furthermore, perhaps an average of

}i per cent must be set aside as a reserve to maintain an artificial

market, that is to buy back from customers the various bonds pre-

viously sold. This leaves a net profit to the bond house of approxi-

mately three-quarters of i per cent or $7.50 on a thousand-doUar

bond. Considering the risk, the responsibility, the capital required,

and the intelligence, no business is conducted on so small a margin

of net profit.

Requirements of Successful Underwriting

The Underwriters. It is obvious, as already stated, that the

underwriters—if the underwriting is to be of any effect—must
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be men of financial responsibility and standing. It is expected

that the securities will be sold when offered, but the whole object

of the underwriting is to assure their sale, and if the public will

not take the securities, the underwriters must be able to carry

out their guarantee and themselves purchase the offered securities.

An underwriting by men of this character is an indorsement of

the underwritten enterprise of the highest character, and as such

in itself aids materially in effecting the public sale of the securities.

Thus, when $100,000,000 of French bonds were offered for sale in

this country, September 3, 1920, it was very desirable that the

issue be promptly and fully subscribed, and not entirely certain

that it would be. Accordingly the names of over forty prominent

bankers were attached to the announcement of the offering. Its

immediate success was undoubtedly due in considerable measure

to this impressive indorsement.

The Offering. On the other hand the company must be sub-

stantial and the issue large enough to interest underwriters of

wealth and standing. Underwriting is not for the corporation of

modest size regardless of its standing, and but rarely for the specu-

lative corporation no matter what its size. Also the offering must

be attractive and the times "right"—conditions which do not

always obtain. Sometimes as the result of recklessness or mis-

judgment, one or another of these essentials is missing and heavy

losses ensue. Instances of this were not imconunon in the period

of inflated financings culminating in 1903, when almost any enter-

prise having a semblance of soUdity could secure underwriting.

At that time financiers of high standing seemed to take it for

granted that any colorable issue of stock or bonds could be worked

off on the pubhc without regard to its real value, and underwriting

was taken on without the usual care and precaution.

The unfortunate shipbuilding trust, which came at the end of

the period of "high finance," is a case in point. The public were

by this time critical and not at all in the mood to buy securities

of the kind even though good. The bonds of the shipbuilding
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trust could hardly be called good. The undertaking seems to

have been defective either as to the underlying properties or as to

the manner of their combination. Whatever the cause, the bonds

did not command the confidence of the public and did not sell.

When this became manifest the French underwriters who had

taken over a large portion of the issue repudiated their under-

writing. Accordingly the underwriters in this country were

forced to purchase in quantities and at prices that were disas-

trous—resulting, in the case of one prominent trust company that

had taken a leading part in the underwriting, in failure and a final

liquidation.

Another disastrous underwriting of this period was that of the

United States Realty and Construction Company. This com-

pany was formed to deal in New York real estate and required a

large amount of ready money for the purpose. The imdertaking

was apparently sound and attractive. A s3Tidicate was formed

which supplied it with $11,000,000 in cash, receiving in return

$11,000,000 of preferred stock and the same amoxmt of the

common stock of the company.

So profitable had been the imderwritings of the preceding

years that it was esteemed a privilege to join the realty syndicate

and some of the strongest financial interests of the country joined

in underwriting the securities. But the company was not a suc-

cess, and in just a year from its formation the sjmdicate was dis-

solved with a loss of over $5,000,000.

Underwriting Agreements

The underwriting or syndicate agreement is usually in the

form of a subscription to the underwritten stocks or bonds, the

body of the agreement stating in detail the terms and conditions

under which the subscriptions are made. The amount of securi-

ties underwritten, the price to the underwriters or syndicate, the

date, price, and terms of the public offering, and the general terms

of the underwriting subscriptions, are all important features of
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the agreement. It is usually provided that the agreement shall

not be effective until some fixed sum has been underwritten.

The underwriters are not jointly responsible for the sale of

the underwritten issue. On the contrary, a syndicate is usually

formed which is responsible for the entire offering but each sub-

scriber or member is only responsible for a definite amount of the

securities, as so many shares of stock, or such a number of bonds.

This marks the limit of his liability, and in event of profits, deter-

mines the proportion of the profits he is to receive. Then if the

public offering or other sale is a total failure he will be called upon

to take the amount of stock or number of bonds called for by his

subscription. If but a portion of the securities is purchased by the

public, he will be called upon to take his proportion of the unsold

securities, and'will receive his proportion of the profits on the

securities actually sold. In case the public offering is a complete

success, his profits will be determined in the same way.

It is usual in underwritings of this kind to provide that the

members of the syndicate may, if they desire, purchase the under-

written securities in whole or in part at the underwriters' price

at any time prior to the public offering, or prior to some earlier

specified date. If a member exercises his privilege in part, his

underwriting participation, both as to liabihties and profits, is

reduced by the number of shares purchased and is extinguished

entirely if he purchases his full allotment. When an issue of se-

curities is desirable, and particularly when the conditions im-

prove between the time of underwriting and the public offering,

this privilege of purchase is often exercised.

If certain amounts of money are needed before the corporation

is ready to offer its securities at public sale, as, for instance, for

purchase of machinery, or payment for property, or general pre-

liminary expenses, or other proper purposes, the undfrwriting

agreement may provide for advances by the underwriters. Or if

the underwriters do not care to advance this money directly, such

preliminary amounts are frequently borrowed on the security of
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the underwriting. If the underwriters are of sufficient responsi-

bility to make their underwriting effective, it is obvious that this,

in connection with the underwritten stocks or bonds and under-

takings of the corporation itself, furnishes ample security for any

reasonable loan. If the underwriters are not of sufficient re-

sponsibihty for this the underwriting is not worth while.

When the imderwriting is taken by a sjoidicate, as is usually

the case, this syndicate makes the public offering directly or

through its own channels. The syndicate manager has entire

charge of the sale and apportions the proceeds in accordance with

the terms of the agreement, paying over to the company and to

the individual underwriters the amount coming to each from the

proceeds of the sale. The underwriting agreement may merely

call for a certain net price on the securities, the syndicate being

left free to offer them at such advanced price—sometimes within

specified limits—as it may deem advisable, the syndicate bearing

all expenses of the sale and retaining as its profits all excess se-

cured over the net underwriting price.

Status of Underwriting

Underwriting is usually resorted to in the organization of new
and substantial corporations, or when combinations are made,

or when additional capital is to be raised for any concern of

sufficient strength to make an imderwriting possible. The stock

of the United States Steel Corporation was underwritten at the

time the company was formed, and again its 5 per cent bonds were

underwritten a few years later at the time of their issue.

In the troublous times of 1903 the Pennsylvania Railroad re-

sorted to underwriting in an issue of new stock. The price the

road paid was high, the profits of the underwriters in that in-

stance running into hundreds of thousands of dollars, but the

company's course was not criticized by the soundest financiers,

even though the stock when offered was readily sold. The times

were unfavorable, the success of the issue could not be foretold,
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and its failure even in part would have been most disastrous, in-

volving loss of prestige as well as lack of the needed funds.

In 1920 the Pennsylvania Railroad again resorted to under-

writing to sell its issue of 7 per cent bonds. The bonds were sold

with the greatest ease and the bankers' profits were undoubtedly

material. It is not probable, however, that the cost was more

than would have been the case had the Pennsylvania Railroad

sold direct. The bankers had the machinery, the railroad did not.

Also, as stated before, it is not considered "good form" or the

part of wisdom for even a strong company to market its securities

direct.
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CHAPTER XL

PRESENTATION AMONG FRIENDS

Methods of Presentation

The presentation of enterprises falls roughly under two heads

—^public and private. The public presentation may be made by
means of newspaper advertising followed up by mail order work

of various kinds, or by means of salesmen. In the first case wide

publicity is sought. In the second case the presentation is usu-

ally in the nature of a still hunt, publicity being avoided or re-

garded with indifference. The object in both cases is to reach and

interest a large number of people.

The private presentation, on the other hand, is made to a

comparatively small number of people. It is usually a personal

appeal, ordinarily with printed or typewritten matter to assist or

reinforce the personal work. The great majority of presentations

are private.

Private or Public Presentation?

A public presentation is costly, requires for success much

skill, experience, and preparation, and its management is difficult.

A private presentation, on the other hand, is simple, less expen-

sive, and more within the scope of the average owner's or pro-

moter's abilities.

The public presentation must of necessity be used for the very

large financings of mercantile and industrial undertakings char-

acteristic of modern commercial life. It is also used very gener-

ally for the financing of conservative enterprises of a semipublic

nature, such as banks and trust companies. It is much used in

financing the larger speculative enterprises.

For most enterprises, however, and particularly for the smaller
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enterprise of conservative character, the private presentation is

clearly and unmistakably indicated. Such undertakings will

neither bear the expense of a public presentation, nor afford any

adequate basis for the extravagant claims and representations

usually deemed necessary to secure public subscriptions in small

amounts.

In some cases the character of the enterprise, the conditions

surrounding it, or the results desired, are such that the presenta-

tion may be made advantageously by either method. Under

such circumstances it is purely a matter of deciding which method

is the better for the particular presentation.

Private Presentation—Friends or Strangers?

When an enterprise is to be financed by private presentation,

the promoter—the term as used here designating anyone actively

interested in the financing of an enterprise—must decide whether

to appeal to those with whom he is in personal touch, such as

friends, associates, and acquaintances, or to strangers. When the

conditions will permit, the presentation is best made at home, for

a man should possess a standing and reputation among his

friends which is established with difficulty among strangers and
he should therefore be able to secure money among the "home
folks" with an ease not possible elsewhere.

Precautions to be Observed in Dealing with Friends

The promoter should, however, be particularly careful that

the enterprise presented among friends is a sound one. If friends

go into the enterprise it is largely because of their confidence in

the promoter. They do not scrutinize his offering as closely as

they would that of a stranger, they invest more freely, and there-

fore they naturally demand a special consideration and protection

not accorded to those actuated solely by business motives. Then
if the enterprise is not a success these friends feel that their con-

fidence has been abused, and are likely to display but Uttle char-
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ity for the promoter. And if the enterprise is not only a failure,

but it turns out that it was not even an ordinarily sound one in the

beginning, and never had any reasonable prospect of success, the

promoter's position is indeed unhappy. Not only will his business

standing be permanently affected, but his social relations as well,

and unpleasant suggestions of improper management or even of

fraud may be whispered about.

The conditions are, of course, different when the promoter's

friends go into a speculative undertaking at his invitation with a

full understanding and express recognition of the risks involved.

In that case they have no real ground for complaint in case of

failure, but even then, while the promoter perhaps cannot be

openly blamed, his judgment is discredited, his business standing

is injured, and the general effect is far from good.

An unsuccessful enterprise, it is true, is apt to make trouble for

its promoter, regardless of whether it is floated among friends or

strangers. Among strangers, however, failure, while still unfortu-

nate, is neither so unpleasant from the personal standpoint nor

so disastrous from a business point of view. Strangers expect

honest dealing, but nothing more, and in case of failure the pro-

moter win meet with a much fairer and more dispassionate judg-

ment among them than he will among his own friends, and if it is

an honest failure, he can retrieve it more quickly.

It is also to be borne in mind that the supply of friends is

limited, while the reserve of strangers is inexhaustible. Therefore,

speaking generally, if any risks beyond the ordinary are to be

taken, they had best be taken among these strangers where the

loss of a few, or even a score from among the promoter's clientele,

is a matter of no great moment and where a failure is not so far-

reaching in its consequences.

Advantages of Financing Among Friends

Financing among friends, if the conditions are right, is of the

easiest possible. The enterprise must be suitable, the proposition



488 PRIVATE PRESENTATION OP AN ENTERPRISE

fair, the friends must have money to invest, and the promoter

possess their confidence. Given these conditions the pro-

moter may go quietly around among these friends, present the

matter to them, and get his money. A pencil and a few scraps of

paper take the place of a prospectus; the personal argument does

the rest. The usual difficulties of financing do not exist.

For instance, the captain of a New York Harbor tug sees a

chance to buy a boat and start in business for himself. He lacks

a few thousand dollars of the cash payment required and under-

takes to raise this money among his friends. He is known by

these friends as an honest man and a safe and successful captain.

His campaign is simple. He usually has a shrewd suspicion as to

where his money may be found. After supper some fine evening

he lights his pipe, puts on his hat, and "goes after it." A brief

explanation, a few pertinent figures and statements, and a very

simple proposition constitute the entire presentation. A few

friendly calls will probably give him all the money he requires.

The same easy-going method is much more frequent in the

circles of "high finance" than would be supposed. Not uncom-

monly some "captain of industry," or other man of business

rated up in the millions perhaps, takes up an enterprise, first as-

sures himself that it is safe, sound, and suitable, and then with

nothing more elaborate than a lead pencil, a notebook, and the

natural advantages of his position, will, in a few hours' time, fin-

ance it among his business associates to the extent of hundreds

of thousands of dollars. Occasionally the formahty of a personal

visit is dispensed with and the whole matter is settled over the

telephone, the promoter not even leaving his office. Legal assist-

ance, formal adjustments, and well-drawn contracts may later

conclude and fix the results of the negotiations, but the matter

is settled for all practical purposes before these formalities are

reached.

To illustrate the ease of securing money among friends, the

case of a young and very successful firm of neckwear manufactur-
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ers may be instanced. Some years since the business was incor-

porated. There were but two in the firm, and while they did not

need more money in the business, they did, in order to comply

with the requirements of the law, need another incorporator.

A friend was asked to act and willingly agreed. As an incorpora-

tor he had to be a subscriber to stock, but the two partners not

only made him pay the full par value of the few shares of stock

they were forced to let him take, but absolutely refused his ur-

gent request for a larger allotment. They could have secured

any reasonable amount of money from him and from other

friends for the mere asking.

On a larger scale the same easy financing is found whenever

the men and the enterprise are well and favorably known, and it

may be laid down broadly that when a good business man pre-

sents a meritorious enterprise to friends who are in a position to

invest, he will, if his proposition is fair, get all the money he needs,

and get it easily. These are the most favorable conditions for

financing, and just as they are departed from, so does the diffi-

culty of financing increase.

When Financing Among Friends Is Difficult

Usually in a presentation among friends some of these favor-

able conditions are lacking in whole or in part. Possibly the pro-

moter himself may not be looked upon with entire confidence.

Possibly he may have the confidence of his friends, but the enter-

prise is looked upon with doubt. Possibly both the promoter and

the enterprise are all right, but the stringency of the money

market makes financing for the time impossible, or perhaps the
^

financial condition of the particular friends is such as to make it

inadvisable for them to invest.

If the enterprise is good and attractive but the promoter him-

self is an obstacle, either on accotmt of his personal character or

because of his doubtful or unproved business abihty, the situation

is difficult. Then if the enterprise is to be financed among those
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who know him the promoter must resign himself to the loss of its

control and either give its management into the hands of men
who command the trust his acquaintances refuse him, or place its

control in the hands of the acquaintances themselves.

If the enterprise itself is looked upon with doubt, the pro-

moter's ingenuity will be taxed to remove the unfavorable impres-

sion. He must then be prepared to demonstrate the safety, the

suitability, and the profitable nature of his enterprise. Knowing

the situation he should be able to do this with more or less con-

clusiveness. If he cannot do this the enterprise is one that should

not be presented at all.

If financial stringency stands in the way, the promoter will be

governed by conditions. If the parties approached actually have

no money to invest, the matter, of course, ends right there, so far

as they are concerned. If it is merely that the times are hard and

the parties appealed to are doubtful whether they can spare

money for investment, it then becomes a matter of presenting the

enterprise so persuasively that their reluctance will be overcome,

or of delaying its financing imtil times are better, or of approach-

ing other people.

A presentation among friends should naturally be personal,

otherwise it will lose much of its force and effect. It is hard to

say "No" to the request of a friend. An appeal by letter, how-

ever, lacks the quality which should make the personal appeal

irresistible, and is more easily refused. If friends are absent a

letter or telegram may, of course, be the only recourse. In that

case the letter or telegram should be a masterpiece, and if it takes

proper cognizance of the personal relation, may be successful.

It is, however, at the best, dealing at arm's length and but a poor

substitute for personal work.

Financing Among Friends—Methods

The method of presentation, when financing an enterprise

among friends, will vary greatly with the conditions. NaturaUy,
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1

Other things being equal, the immediate friends of the pro-

moter will be approached first. If the enterprise be in a line of

business with which they are familiar, probably no prospectus

will be required, a brief written, or even verbal statement show-

ing the condition of the enterprise and the amounts involved, an-

swering all requirements. As the circle widens, however, and the

presentation is made to more remote friends and acquaintances

and to those not familiar with the particular line of business, more

documentary material must be introduced, until finally the usual

formal presentation is reached, with its prospectuses, estimates,

reports, statements, and other supporting papers.

If an enterprise is presented to friends who are not able, or do

not care to invest, or are unable to contribute the full amount

themselves, they will usually suggest or introduce friends of theirs

who are likely to be interested. In this case the "basis of con-

fidence" possessed by the introducing friend is largely extended to

and enjoyed by the promoter, and the latter can work among

these mutual friends to almost the same advantage that he can

among his own personal associates. Or friends may act directly

as agents for the promoter and get money for him, perhaps from a

merely friendly interest, or perhaps to earn a conunission. Either

motive is entirely proper and legitimate.

The Basis of Appeal—Local Interest

Usually in the presentation of a home enterprise, local pride

or interest may be appealed to with much effectiveness. If the

place be a small one and the enterprise of much importance to it,

as a sawmill, a foundry, a newspaper, or a moving picture theater,

the advantages accruing to the town from the undertaking, once

established, may be used as arguments for subscriptions.

Possibly the enterprise is one of convenience to the residents,

as an ice-plant, a trolley line, or an undertaking that will attract

new residents, or perhaps place the town ahead of some neighbor-

ing and competing town, or it may be that it merely adva,nces the
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general importance and prosperity of the place. Any or all of

these facts may be used as legitimate and effective means for

securing funds. The field is one that offers wide scope for ingenu-

ity, not only in the discovery of advantages to be derived from

the proposed enterprise and the use of these discoveries as a

means of securing subscriptions, but also in the disposal of objec-

tions that will almost certainly arise.

For instance, a sanitarium may be proposed by the local

physician of some moimtain village with air of tonic invigoration.

The establishment of such an enterprise would bring numerous

patients, who are generally people of means. Supplies would be

purchased in the town, work would be provided in the erection of

the buildings, permanent and profitable employment would be

afforded for the inhabitants in and about the sanitarium. Also

frequently the patients would be accompanied by friends who
must take up their residence in the village and these friends would

make most desirable additions to the population, while the money
brought in by both patients and friends would add materially to

the prosperity of the place. All these facts are material and im-

portant and should be strong arguments in a campaign for local

subscriptions to the enterprise.

On the other hand, opposition to the plan may develop on the

part of property-holders who fear that the presence of the invalids

at the sanitarium, and their traveling to and from the village may
injure the reputation of the place, keep new inhabitants away, and

in this way have a harmful influence on the price of realty and

tend to check the general growth and prosperity of the place.

This is at times a very real and serious objection, particularly if

the sanitarium is designed for patients suffering from tuberculosis

or some other communicable disease. The objection is one that

could only be overcome by tactful work on the part of the pro-

moter. He might show in the first place that the possible danger

from this source was greatly overestimated, and then suggest

that the location selected for the sanitarium was too far from the
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village for it to have any direct effect, that the sanitarium could

have a name of its own to separate it more effectually from the

village, that the possible dangers were greatly exaggerated, and

finally that the alleged objections were completely overbalanced

by the advantages that would accrue from the establishment of

the sanitarium as proposed.

The Basis of Appeal—^Individual Interest

If the enterprise to be financed will benefit any particular in-

dustry or line of business, that fact may be used to advantage.

If a bank is to be started the merchants and manufacturers of the

place will find the bank a great convenience and should be easily

induced to give it their support. Or if a coal mine is to be opened

the local railroad which will benefit by its shipments may pos-

sibly be persuaded to assist with cash subscriptions, or perhaps in

the way of sidings or other shipping facilities. Or frequently a

banker will subscribe to some good enterprise which promises de-

posits for his bank. Or if a grain elevator is to be established, the

farmers of the neighborhood who will gain by its erection may be

interested. Or a creamery which opens a new market for their

milk will appeal very strongly to these same farmers, and on any

reasonable basis will almost certainly receive their support.

Also very frequently the offer to some special persoi^ of a posi-

tion in the new enterprise will be a potent means of securing con-

tributions. This should not, of course, be done to the injury of

the enterprise by bringing in inefficient officials or employees, but,

properly used, is a strong and legitimate inducement for either

direct or indirect subscriptions. If a desirable opening is offered

a young man who is looking for a position, or who wishes to better

a position already held, the offer being conditioned on a subscrip-

tion of some fixed amount to the enterprise, the subscription—if

the conditions are at all favorable and the amount within reason

—is very apt to be forthcoming. If the youngman himself cannot

subscribe, he will with much promptness convert himself into a
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very active and efl&cient promoter of the enterprise, and some

relative or friend can usually be found to help both the young

man and the enterprise by making the requisite subscription.

Sometimes the assistance of an influential man can be secured

by the offer of the presidency, or treasurership, or some other

advantageous connection with the new enterprise. Indeed, the

mere effect of having some specially prominent, able, or influen-

tial man connected with the enterprise is at times of sufficient

importance, even if he does not assist directly in raising money, to

justify the offer of a remunerative or advantageous position..

Such men give solidity to the undertaking, create confidence in its

future, and are a material aid in securing subscriptions. The
general idea is capable of many variations and is much employed

in practice.

The Basis of Appeal—The Co-operative Idea

In any presentation among people who are acquainted, the

effect of good fellowship and of the desire to go with the crowd

cannot be overestimated. The "come on boys" idea should be

emphasized as strongly as possible—all are coming in on the

ground floor together, and no individual should miss the oppor-

tunity of joining in with the others.

Enterprises of very modest merit are not infrequently financed

almost solely on this basis. John Jones may not have the faint-

est intention of taking part in the organization of a building as-

sociation, a woodenware factory, or a gun club. If, however, his

friends are going in and the fact is properly brought to his atten-

tion, in nine cases out of ten, where no material reason prevents,

he will join the movement. This is especially true when those who
are going in are his particular friends or persons with whom he is

anxious to be associated.

Sometimes money for an enterprise can be obtained in a neigh-

borhood by an even more direct use of the co-operative idea. Say
an ice-plant is to be established and the sum of $5,000 is required



PRESENTATION AMONG FRIENDS 495

for the installation. The parties in charge of the enterprise there-

upon start a campaign to get ten men to put in $500 each. The
fixing of a definite svmi and the community and equality of inter-

est thus estabHshed, appeal strongly to those approached and

very frequently carries the day when it could not be carried on

any other basis.

Breaking the Ice

Sometimes when working along these lines the entire financing

of an enterprise will hang on the possibility of getting someone to

make the start. Those approached may want to go in, but dis-

like to take the lead, or perhaps they are uncertain, or even may
not want to go in at all. If, however, anyone can be induced to

make the initial "break" the rest will follow. The critical point

is to secure the first subscription. This sometimes gives room for

the display of much ingenuity on the part of those in charge of the

enterprise.

In a case in point in the writer's experience, promoters were

trying to raise money among their friends to develop a bed of

mineral paint supposed to be very valuable. The friends ap-

proached hesitated because of their ignorance of the industry

and more particularly because the commercial value of the min-

eral paint in question had not been demonstrated on a commercial

scale.

The promoters worked vnth. much persistence, but it seemed

impossible to get subscriptions started. Finally one of the gentle-

men appealed to—^probably from Missouri—put the matter con-

cretely. "I don't know that your stuff will make paint at all.

Now satisfy me as to that—show me an order from some paint

estabUshment for a car-load of the stuff and I will put in a thou-

sand dollars."

The problem then presented to the promoters was a difficult

one. The paint-makers of the coimtry already had their own

sources of supply, and much preferred that new sources should
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not be developed. The paint-makers could not, therefore, be

looked to for assistance. No other manufacturers would use

the material in car-load lots. Nothing daimted, however, the

promoters took counsel together and after due consideration de-

cided to organize a small paint and varnish company of their own.

Work on this was at once began, the larger financing being laid

aside for the time being. The capitalization of the little company-

was modest, but the promoters were quite successful in securing

subscriptions for its stock, and as soon as the new company was

far enough along, its first business transaction was to give the

promoters an order for a car-load of the mineral paint. The
promoters came back to the gentleman who had demanded the

car-load order with this requisition. While it is somewhat doubt-

ful whether the order fully met the spirit of the gentleman's de-

mands, it didsecure his subscription. Other friends joined in and

the amoimt desired for thedevelopment of the depositwas seciured.

Requirements of a Friendly Presentation

It is hardly necessary to say that in a friendly presentation of

the kind here considered, a very full exhibit of the enterprise is

nearly always advisable. Its soundness, its suitability, the ad-

vantages to the town, its reasonable profits, its speculative pos-

sibilities, the absence of risk—all these must be brought out

strongly and fully. Also, if such is the case, the fact that small

salaries are to be paid imtil a dividend basis is reached, and the

general idea that no one derives any profits till profits are made
for all, may be used to much advantage.

In addition to this, it is desirable to show exactly how the pro-

moter comes into the enterprise. If he is bearing the heat and
burden of the day solely for the good of the enterprise, that fact

should be clearly understood. If he is putting in his money on
the same basis as the others, this should be known. If, however,

he is to receive any special profit, payment or other consideration,

the fact should never be concealed.



PRESENTATION AMONG FRIENDS 497

Possibly the promoter may be working for some position in

the enterprise. If so, the motive is entirely legitimate and, if he

is suitable for the position, should not be objectionable to his

friends. Or perhaps his profits will be indirect, as where a hotel,

a sawmill, or a creamery to be estabUshed will open up a profit-

able market for his wares or products. Or perhaps some property

of his is to be taken over by the new enterprise. Or perhaps he is

to receive a stock or even a cash commission for his services.

Whatever the profit or other motive actuating the promoter,

it should be made known. To conceal from friends the fact that a

profit is being made—if such is the fact—is the height of folly.

Sooner or later it is sure to be discovered, and may perhaps result

in a very serious discrediting of the promoter. The promoter's

profits, if reasonable, are well earned and entirely justifiable.

If, however, they are concealed at first and are later discovered,

the proceeding bears an air of trickery and underhandedness very

hard to dissipate.

If the promoter's profits be reasonable and the matter be tact-

fully handled, no objections to reasonable profits will usually be

made. At times, however, it must be confessed, most unreason-

able antagonism is aroused. Then all the promoter's tact and

abihty will be required to carry the matter through successfully.

Possibly if opposition is anticipated the promoter will admit

profits if questioned, but will not acquaint his friends with the

amount of these personal profits. Or if he deems best he may re-

fuse absolutely to give any information. He is under no obUga-

tion, either moral or legal, to do so. What he must guard against

is the representation, either expressed or implied, that he is not

making profits. Any such misrepresentation is not only bad faith,

but may make the promoter legally liable to his associates for his

profits. The general subject of promoters'profits has been already

treated in a preceding chapter. ' All that is said there applies

evenmore stronglywhen the financing is carried on among friends.

' Chapter XXXVII, "The Proposition—Promoters' Profits."



CHAPTER XLI

PRESENTATION AMONG STRANGERS

When Financing Must Be Done Among Strangers

As stated in the preceding chapter, when the conditions are

right, a good enterprise is best presented and financed among

friends or acquaintances of the promoter. But it sometimes

happens that the conditions are not right and the enterprise to

be financed must then be taken to strangers.

Occasionally, for instance, a young and inexperienced man
will fail to finance a good enterprise among his friends merely

because they look upon him as still a boy and are afraid to trust

his untried business judgment. Or perhaps the promoter has

been unsuccessful in some other enterprise financed among his

friends and on that account alone fails to secure his money from

them. Or again he may be entirely successful in his own line of

business, but the enterprise in question be outside this line, or

possibly on a much larger scale, and faU of financing because his

friends' confidence does not extend so far.

Or sometimes a home financing will fail because the residents

know the promoter or the enterprise so well. For example, a

farmer's boy invents an improved milking machine and appeals

to his elders for money with which to develop and handle the new
device. These elders have known Bill, or Jack, all their lives,

have never seen anything unusual about him, and therefore liter-

ally " take no stock" in his invention. If, then, it is to be financed,

it must be taken to strangers who will base their opinions on the

merits of the invention, not on their knowledge of the inventor.

Or perhaps some village resident of a scientific and utilitarian

turn of mind will discover that a well-known ledge of rock is a

fine building stone only requiring suitable equipment and develop-

498



PRESENTATION AMONG STRANGERS 499

ment to make a most valuable quarry. The ledge has been famil-

iar to the people of the vicinity for generations. Stone is probably

overplentiful in the neighborhood anyway, and the idea that the

particular ledge is any better or more valuable than the moun-

tains of stone aroimd it seems to them a matter for merriment.

The new quarry must be financed elsewhere if at all.

Another element that frequently forces a presentation among
strangers is that of suitability. It is obvious, for instance, that

an enterprise must be within the means of the parties approached.

A shipyard, a rolling-mill, or a continental railroad, no matter

how desirable or how profitable, cannot be financed by the resi-

dents of a little cotmtry village in which perhaps the wealthiest

inhabitant is possessed of only a few thousand dollars. The enter-

prise is beyond them, and the large aggregations of capital else-

where must be drawn upon if it is to be financed.

Again, an enterprise must be adapted to the environment of

the people to whom it is presented. A grain elevator would

hardly be financed in a mining camp, nor would a process for

recovering gold from refractory ores appeal strongly to the farm-

ers of southern New Jersey. The enterprise in either case might

be highly meritorious. The people are not, however, familiar

with the conditions which would enable them to judge, and, the

operation of the enterprise being far distant, would have no con-

fidence in the undertaking and as a rule would not invest their

money.

Or, again—though this is not always true—if the enterprise

is an invention or discovery to be used in connection with some

special business or industry it should be taken to that business or

industry for financing. For instance, an improvement in the

differential gearing of automobiles should be taken to the manu-

facturers of automobiles, a new mechanism for weaving cloth

should be taken to the textile-mills, and an improvement in

harvesters should be taken to the manufacturers of agricultural

machinery.
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Sometimes, it is true, those in a particular business will not

consider really important improvements because they are busy,

or because of inertia, or because of the expense involved in their

installation, or because they deem the inventor's demands ex-

cessive, or for some other equally good or bad reason. In such

case the logical source of financing is closed to the inventor or

owner and he must perforce go to others for the money he needs.

The very fact that his enterprise is not taken up by the people

who should be interested in it will handicap him heavily in his

efforts to secure money or recognition elsewhere.

Presentation by Letter
,

When the conditions are such that an enterprise must be

financed outside the circle of the promoter's own friends, the

"stranger within the gate" would naturally be appealed to first.

If there are not sufficient of these, or they are not receptive, or are

otherwise unavailable, the presentation must then be made away

from home, and the expense and difficulties of the work are usu-

ally much greater.

This is, however, not always the case. Sometimes a pre-

sentation at a distant place may be made by letter quite as

advantageously as in person, occasionally even more so, and

then the expense and trouble are reduced to a minimum.

For instance, an obscure chemist may discover a new and very

desirable preservative for meat—something really efl&cacious and

at the same time low in price, easily applied and entirely unob-

jectionable on the score of healthfukiess. Such a discovery would

be of very great value and ought to command a ready sale or

financing as the case may be. It would, however, appeal directly

to but a Hmited class of people, and the most important of these

would be the great packers. Obviously, then, as stated earlier in

the chapter, application should be made to them. If, however,

the discoverer went in person to Chicago, Kansas City, or any
other packing center, he would find the executive heads of the



PRESENTATION AMONG STRANGE

great packing concerns busy men, and, unless suitably^

or favored by fortune, would hardly get further in his quest than

an outer office and possibly an interview with a minor and en-

tirely inadequate official. Even if he should by some means reach

one of the principals, it would usually only result in a reference to

someone else in whose department the matter lay.

In any such case appUcation by letter would be preferable.

The discovery would be an important one for the packers, and a

short, concise letter should be sent to one or more of the large

packing houses. Such a letter should be addressed to one of the

executives of the concern, but if the name of an executive could

not be secured, a letter addressed to the concern would be referred

to the proper parties, and if at all adequate, would in almost every

case receive quick and suitable attention. If of interest, the letter

would lead either to an invitation to visit the parties writing, or

to a visit from a representative of the particular packer. In

either case the discoverer would secure his interview at a minimum

of expense and on a favorable basis. If the matter were not inter-

esting to the packers, it would be turned down with much prompt-

ness, but also usually with all due courtesy. In that case other

packing houses should be written to until either someone were

interested, or it were clearly demonstrated that the packers could

not be interested.

The Letter Presentation in Operation

Some years ago an inventor devised a new and, as he believed,

a greatly improved shoe-lace. Such an invention might perhaps

be developed as an independent enterprise, the lace being manu-

factured and sold to the shoe dealers. In the present instance,

however, the inventor decided that the lace—requiring some

modification of the shoe eyelets—could be handled to better

advantage through a maker of shoes and therefore decided to

present the matter to one or more of the prominent shoe manu-

facturers of the country. It was then a question as to how this
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was to be done. A personal visit would involve more expense

than the inventor could afford. Also a matter so directly applic-

able to the business in which the prospective user was engaged

would secure fair consideration, at least, without a personal pre-

sentation. In fact it is not probable that a visit from the inven-

tor would have been as effective as correspondence. Certainly

it would not for the first presentation. Letters were therefore

written, samples were sent, and, it must be admitted, the results

were disappointing. It was so, however, not because the method

of presentation was wrong, but because the lace was not worth

adopting. It did receive fair consideration, and had it been as

good as its inventor fondly believed—had it been such a conven-

ience that its possession would have given the lucky manufacturer

a distinct "lead" over his competitors—the inventor's letters

would undoubtedly have led to business. As it was, the letters

brought out the objections to the new lace so forcibly that, coming

as they did from several different quarters, the inventor was con-

vinced and wasted no more time on the matter. It had been

settled with the least possible expense and trouble.

On the other hand an inventor, a resident engineer in the

Panama Canal Zone, recently perfected—on paper, at least— and

patented an improvement in marine engines which he believed

would increase their efficiency at least lo per cent and possibly

much more. He wrote a New York concern which manufactures

marine engines, enclosing a drawing and description of his im-

provement. The concern was not interested. Later the inventor

came toNew York and was introduced to parties in the same con-

cern by a mutual friend. The same papers were submitted, a

few pointed questions brought out information really necessary

to judge the offering that had been omitted from the written

presentation, and the invention was at once taken under serious

consideration.

Whether in the present case the improved engine will receive

anything more than a consideration is not yet known—that de-
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pends upon the merits of the invention and its value to the parti-

cular concern—but the personal presentation did gain favorable

attention when correspondence had failed. Here, however, the

fault was in the correspondence itself which failed to supply the

information really needed for intelligent consideration of the

invention. A more complete statement might have made all the

difference.

Requirements of Letter Presentation

In preparing for a presentation by correspondence it should be

borne in mind that the parties appealed to are usually experts in

their lines and that elementary statements or lengthy disserta-

tions on the merits, the application, and the advantages of the

new invention are not necessary. Business men are, it is true,

occasionally obtuse and unable to see their best interest—Cornel-

ius Vanderbilt, himself a railroad man and a man of some vision,

turned down the Westinghouse air brake in its infancy—^but as a

rule they are quick to see the advantages of anything particularly

applying to their own line of business. In the case of the shoe-

lace letter it would have been entirely superfluous for the inven-

tor to go into the merits of his invention in detail, as any man with

suflScient business ability and knowledge of the industry to be at

the head of a large shoe business could see—certainly as quickly

as the inventor himself—its possible applications.

The letter then should state as briefly as a clear presentation

will permit, just what the invention is—if the offering is an inven-

tion—^what it does, what the inventor wants done, and nothing

more. It should not, however, be made so brief as to omit or

slight facts necessary to judge the merits of the invention. The

inventor might perhaps not see fit to make any proposition or dis-

cuss terms in his first letter at all, leaving matters of this kind for

consideration later in case his correspondent were really inter-

ested. The letter is a selling effort and everything should be

subordinated to the one main end of getting the idea across.
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Problems of Financing Among Strangers—A New York Presenta-

tion

When an enterprise is to be presented away from home and

correspondence is inadequate for the purpose, the promoter

usually must take it himself. If he has friends or can find others

who will present the matter for him, either for the sake of friend-

ship or for a share of the profits, the arrangement may be highly

desirable. As a general rule, however, the owner of an enterprise

cannot find others who will give his enterprise the same effective

presentation that would be given it by himself.

The general problems encountered in financing away from

home and among strangers are the same without regard to loca-

tion. It will therefore be assumed for the purposes of the present

consideration that the promoter, having foimd it impossible to

finance his enterprise in his home city, has selected New York

as the place in which it is to be presented.

Provision for Personal Expenses

The first suggestion to anyone intending to present an enter-

prise in New York City is in hne with lago's sage counsel, "Put

money in thy purse." The financial centers are expensive places

in which to live and do business, and while the enterprise may at

times be financed quickly, it usually is not. There are brilhant

exceptions, but the general experience of enterprises brought to

New York for financing is one of continued and discouraging

delay.

As a matter of fact any sound business enterprise, suitable in

its character, can be financed in New York City, if presented at

the right time, in the right way, to the right people. Many are

financed there that do not comply with these conditions. On the

other hand it is asserted, and is probably true, that an over-

whelming majority of the enterprises brought to New York for

financing fail to find the money they seek.

Even when an attempt to finance an enterprise in New York
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is likely to succeed, the length of time that it will require is ex-

tremely problematical. If the conditions are favorable, if the

right parties are encountered promptly, if the matter is desirable,

the whole thing may be practically settled in the course of a few

days or even a few hours. On the other hand, months and even

years may be required. In one case known to the author, an

enterprise of considerable merit has dragged along for twenty

years and has not yet come certainly in sight of the coveted goal.

Because of this uncertainty and because an enterprise cannot

be presented to advantage when the promoter lacks money to

pay hotel bills and other personal expenses, parties coming to New
York for the purpose of financing enterprises should either pro-

vide themselves with sufficient funds for a long siege, or else arrange

for and execute a prompt retirement when their funds run short.

To come without this proper financial provision and without

any plan or expectation of retreat is not uncommon among a

certain class of owners or promoters of enterprises, and more

particularly among inventors. The man who does so is not only

likely to meet with humiliating and highly disagreeable experi-

ences, but is heavily handicapped from the start. Success under

such circumstances may be possible, but it is not probable, and

the unlucky promoter—while not likely to lose much, because he

has not much to lose—will almost certainly find that he has come

on a fool's errand.

Requirements of a New York Presentation

On the other hand it should be said that extravagant expendi-

tures are not in any way essential to the financing of an ordinary

enterprise in New York City. In any such case the style in which

the party lives while presenting the matter cuts but little figure.

If some transcontinental railroad is to be financed, or a packing

house combination is to be arranged, or some other negotiation

involving millions of actual value is to be consummated, it may be

well for the promoter to put up at the Biltmore, the Ritz-Carlton,
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the Waldorf-Astoria, or some other of New York's expensive

hotels. It will be expected. Even then, however, it is doubtful

whether the promoter's negotiations would be injuriously affected

in any way if he disappointed these expectations by going to one

of the quieter and less expensive hotels. When we come to the

ordinary undertaking, a high-priced hotel may be a very good

means of parting the promoter from his money, but is quite un-

necessary for the success of his efforts.

In all such matters, speaking generally, the people of a finan-

cial center, such as New York, are very cosmopolitan, and so

long as a man dresses reasonably well, pays his bills as he goes,

and does not try to negotiate small personal loans, care but little

how he lives. They are not imposed upon or even favorably im-

pressed by a disregard of the usual economies, nor are they im-

favorably impressed or discouraged by their observance. If they

wish to determine the promoter's financial status they consult a

rating book or a commercial agency and do not vex themselves

as to his mode of hving. Of course, economy in this direction

must not be carried too far, but in most cases a good comfortable

hotel of moderate price—if there is such a thing in New York

—

or a respectable boarding house, will afford as sound a basis from

which to finance any ordinary enterprise as the most costly hotel.

It need hardly be said that but little financing is done in these

days by means of costly dinners, theater parties, and other ex-

pensive indulgences. An invitation to limch is an excellent means

of getting a busy man off by himself where undisturbed attention

may be given to the matter in hand. A comfortable little dinner

for a few interested parties may occasionally be very helpful in

closiag up a deal. But neither need be very expensive, and as a

rule nothing more is desirable.

" Placing" the Promoter

In this general cormection it may be said that there is a cur-

ious delusion frequently foimd among people coming to New York
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to finance enterprises, that the past history and present standing

of themselves and their enterprises, save as revealed by them, are

a closed book to the parties they approach. As a matter of fact

any business man familiar with matters of the kind wiU look up

the standing of the parties by whom an enterprise is presented and

the status of the enterprise itself as a mere matter of course. He
may do this through some commercial agency, or through his

bankers, or through private sources.

However it is done, the parties presenting an enterprise of im-

portance may feel sure that they will be looked up, and looked up

thoroughly, and that any material information relating either to

themselves or to their enterprise will shortly be in the possession

of the parties with whom they are negotiating. A recognition of

this fact will, on occasion, save embarrassment and trouble. It

will also sometimes explain delays, counter-propositions, and

rebuffs which are otherwise puzzling.

New York Conditions

Financing an enterprise in a great city is a difficult undertak-

ing. There is perhaps more money available in New York for

good enterprises than in any other city of the world, but on the

other hand there is perhaps no other city in the world in which

good enterprises seeking money are so numerous. Worse than

this is the fact that there are so many enterprises that are not

good, seeking this same money. Further, men of wealth are so

closely pursued, harassed, and annoyed by persistent promoters

with designs on their time and money, that of necessity they

hedge themselves about with outer offices, railings, office boys,

secretaries, personal representatives, and other protective meas-

ures, imtil it is a matter of great difficulty to obtain access to

them. People of moderate means are, it is true, much more ac-

cessible, but even here difficulty will be found in approaching

them on a favorable basis. The promoter should therefore not

only pave the way in advance for access to the people he wishes
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to meet, but should have his plans so carefully laid that when his

opportunity does come he may avail himself of it to the utmost.

Letters of Introduction

Unless the promoter has friends or good business connections

in New York, he should bring letters of introduction with him, as

the position of the complete stranger attempting to finance an

enterprise in New York is unhappy. For the ordinary enterprise

these letters of introduction are best to men of moderate means.

The financial magnates of New York have, it is true, money to the

point of oppressiveness, but this money is not for the promoter

with an ordinary enterprise, and he need waste no time in plans

for its capture. Of course, if the enterprise is one of such a char-

acter as to appeal to or require the assistance of the great finan-

ciers, the attack must be made in that direction. Otherwise they

are to be avoided.

Letters of introduction are then, as already stated, best to

men of moderate wealth when the enterprise is not out of the

ordinary. If the promoter can meet these men on a social footing

—at their homes, their clubs, their country houses—^it is very

advantageous, giving him a chance to approach them in an in-

formal and effective way that would hardly be possible in an oflSce

interview.

Also if these parties are encountered on a social footing, other

introductions follow as a matter of course, enlarging the pro-

moter's acquaintance and placing him in a better position for his

work. It then becomes merely a matter of business judgment and
ability as to when and how the enterprise to be financed is best

introduced and presented.

Speaking generally, a good letter of introduction serves as a

solid basis of confidence. If the party to whom the letter is ad-

dressed cannot or does not care about taking up the proposed

enterprise himself, he will usually introduce or secure an introduc-

tion to some other party who may be interested, or will suggest
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some plan or way in which the necessary money may be secured.

The promoter is not looked upon as a stranger, but as one to be

helped as may be possible. He has much of the advantage of

financing among friends.



CHAPTER XLII

PRESENTATION AMONG STRANGERS (Continued)

Advertising for Capital

When the promoter endeavoring to finance an enterprise

comes to New York a stranger with perhaps but a few imimport-

ant business connections, and without letters of introduction, or

with letters of introduction that avail him nothing, his lot is a

hard one. He is on the outside—a stranger in a strange land.

Under such circumstances there are several courses of varying

degrees of difficulty and discouragement open to him. He may
advertise for capital, or respond to the advertisements of those

who offer to supply capital; he may endeavor, without the formal-

ity of introduction, to reach the parties to whom his enterprise

should appeal, or he may endeavor to reach parties of some posi-

tion and influence who wiU take up his enterprise and, acting as

promoters, finance it for him.

Casual advertising is hardly worth the trjang. It will not

ordinarily produce sufficient results to pay its first cost. The

writer must admit that he has known some few cases where con-

siderable amoimts have been raised by advertisements of but six

or eight hues inserted in the business opportunities columns of the

New York Sunday papers. For the most part, however, advertis-

ing of the kind is absolutely fruitless, the success mentioned

resulting from such a combination of an attractive enterprise,

accidentally attractive advertising, and good luck—the greatest

of these being good luck—that it establishes no precedent.

Financial Agents and Their Methods

It may be noted also before the matter is dropped that any

such advertising will usually bring in responses—not from parties

510
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who have capital to invest, but from parties who are willing and

even anxious to try to find capital for the advertiser. Frequently

they wiU offer to advertise for him—at his cost; at all times they

will have some scheme to get money from him. Time, trouble,

and expense will be saved the man with an enterprise if such

parties are left severely alone.

Appeals to the houses which advertise in these same business

opportunity columns to secure capital for others are, speaking

generally, even more hopeless. Their first consideration of the

matter is almost invariably favorable, no matter what the enter-

prise may be. " It ought to get the money," but this encouraging

opinion is with great uniformity followed by some suggested

course of action that, if adopted, will require a payment to the

brokers.

It is but rarely that anything follows the payment of money

on any of these pretexts, unless perhaps the "house" undertaking

the financing of the stranger's enterprise can think of some further

plausible scheme for the extraction of funds. It is a case where

the stranger and his money are parted with the greatest possible

expedition, and thereafter the only real anxiety of the "financing

house" is to be safely parted from the stranger.

Speaking generally, an inventor or owner of an enterprise can

safely and profitably terminate his connection with any promoter

or promoting house—either prior to or subsequent to the time

such connection is formed—just as soon as an advance payment of

money is demanded, no matter what the basis of the demand.

Theoretically a concern undertaking the promotion of an enter-

prise is entitled to a retaining fee, or pa3anent for services to be

rendered; practically, in New York City, at least, reputable con-

cerns taking up the financing of enterprises do not make any such

demands, and this is so true that a preliminary request for money

is generally regarded as an unmistakable indication of the char-

acter of the concern.

'

'See Chapter LI, " Promoters and Financiers.!!
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Reaching the Stranger by Letter

If the stranger in New York undertakes to reach parties to

whom his enterprise should especially appeal, without the formal-

ity of an introduction, the outlook is not of the best, but is not

entirely hopeless. Such things have been done before with success

and may be done again.

When this course is attempted the first appeal may be made

either by letter or by a personal call. For instance, a party with

a valuable bed of marl may wish to bring it to the attention of

some good cement company, or of some individual interested in

cement. Being unable to get introductions, he decides on a direct

approach. He can obtain the addresses of the companies and

also their list of of&cers from the directories. Then he may either

write to such parties as he selects, or he may call and possibly

secure a personal interview.

If the owner of the marl bed decides to write, his letter should

be addressed to one of the company ofl&cials by name. A letter

bearing merely the company's address might fail entirely to reach

the proper party, but any official receiving such a letter would, if

the matter were really of interest, see that the letter got into the

right hands. In the absence of any information, one of the higher

officials might be selected at random, though an inquiry at the

company's office would probably elicit the name of the official best

addressed. Then a concise, strong letter should be written, stat-

ing exactlywhat the owner of the marl bed has and what he wants.

Such a letter should be as short as it can be made and still

contain sufficient information to enable the recipient to determine

whether the matter is really of importance. A full presentation

should not be attempted. The letter should give the extent of the

marl bed, the quality of the material, and recite briefly any tests

or actual uses to which it has already been submitted. The gen-

eral conditions—by what title the bed is held, shipping facilities,

convenience of location, and so on, together with any peculiar

advantages it possesses, should also be briefly set forth. Finally
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it should be stated whether the bed is for sale or lease, or is to be

handled in some other way, and some general idea of the terms

should be given. A sample of the marl might also be sent. If

the party really has something of value, a good businesslike letter

will usually elicit a response—and a courteous response—even if

it be only to turn the proposition down.

If the party addressed is interested by the letter he may write

for further details, but will usually invite the writer to call. Then
the matter takes on a favorable aspect. The party calling should

be prepared to identify himself—best by his letter of invitation

—

and should bring some evidence that he is a responsible party or is

really empowered to act in the matter. He should also be ready

to substantiate the statements of his letter and to furnish any

other pertinent details that may be required. The whole problem

then is one of a strong presentation—of salesmanship—and if the

matter is well handled is likely to lead to business. Even if it

does not, the opening so created may result in other advantageous

introductions or suggestions.

Reaching the Stranger by Personal Visit

If the owner of an enterprise prefers to make a personal visit

to the parties he wishes to interest, without first paving the way

by a preUminary letter, he must equip himself with personal or

business cards, considerable assurance, and a determination not

to be discouraged by refusals. In most of the larger New York

offices he will be stopped just inside the threshold of the outer

office by a stout railing. This constitutes the outer defenses and

is usually "manned" by an office boy, but not infrequently and

more pleasantly, by a very vigilant young lady. The stranger's

name and the nature of his business will be requested. He will

also be asked if he has an appointment, or is a friend of the party

upon whom he is caUing, and, in the absence of any such' claim,

will be requested to explain the basis upon which the visit is

made. Possibly the caller's card will not even be taken in at the
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time, the refusal being tempered by the terse explanation that

the parties called upon are out, or busy, or "in conference." In

such case the only course is for the visitor to withdraw and caU

again, either at some time suggested as likely or convenient by the

guardian of the outer office, or at such time as he may deem con-

venient for himself.

If the visitor's card is taken in, the party called upon will

probably decline to see his visitor. If the business is something

likely to appeal to him, as, for instance, the marl bed presented to

a cement man, he may invite the stranger to call again at some

indefinite time when he is not busy—which is a very unsatisfac-

tory arrangement—or suggest that he see someone else, or he may
make an appointment, or he may, if not busy with other people

at the time, invite the caller in and discuss the matter with him

briefly then and there. Usually, however, if he takes the matter up

at all he will make a definite appointment. If he takes the matter

up at the time it will probably be a very short discussion, and will

be followed by an appointment for a more extended interview if

the matter seems worth while.

The reception accorded the imintroduced visitor—while in

most cases much along the lines laid down—will vary with the

custom of the particular estabhshment. In some few New York

offices he will find the same breezy informality of access that

characterizes the office life of a western town, and will be able to

walk unannounced and without delay into the inner office and

the presence of the " chief executive." In others, and particularly

when one of the men of great and known wealth is sought, he will

find the lines so rigidly drawn that access is for him practically

impossible.

Possibilities of the " Unintroduced" Presentation

It must be borne in mind that in any case of this kind the

unusual and informal method of presenting the enterprise handi-

caps it heavily at the start. The party called upon is justly sus-
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picious, and even though he may not dismiss the matter without

consideration, will look upon it askance. He properly expects

anything of the kind to come through the regular channels.

It must also be remembered that the business men of New
York have no time to devote to irresponsible strangers, and that

the unintroduced visitor is looked upon as belonging to this class

of undesirables until he has proved the contrary. For these

reasons if he is admitted it is the part of wisdom to make the first

presentation as brief as justice to the proposition will permit, and,

should the matter not prove interesting, to retire as soon as this

is definitely ascertained. The methods of a book agent or life

insurance solicitor cannot be followed too far in the presentation

of an enterprise.

If, however, the visitor can once convince the parties called

upon that the proposition is one they should be interested in and

that he can "deliver the goods," he is likely to be received then

and thereafter with all due consideration. Successful men of

business are in most cases successful because they are keenly alive

to anything that may affect their interests, and they are not going

to turn down something that they really need in their business

because it is presented informally. If, then, they can once be

convinced that there are merits and possibilities for them in any

particular enterprise, the battle is more than half won and the

conditions are usually as favorable, and sometimes even more so,

than if the "approach" had been made in the customary formal

maimer.

Promoters and Their Methods

If none of the methods suggested for the promotion of his

enterprise are found available by the stranger in the great city,

there is but one other usual course open to him. This is to reach

individuals or firms who will take up his enterprise and, acting as

his promoters, finance it for him.

This is a very different proposition from responding to the
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advertisements of those who professedly make it their business to

finance enterprises. The men to be reached, those who actually

can do something for the enterprise, do not often pose as promot-

ers, nor do they advertise. They are not in hiding, but neither

are they proclaiming themselves from the housetops. They are

in businesses of their own, and usually good businesses, and they

do not go out of their way to secure enterprises to finance. They

must be sought out and, while they are not scarce, the quest is

often difi&cult.

Another and almost as great a problem for the man with the

enterprise, lies in the detection and avoidance of the self-alleged

promoters who infest the financial district of New York and who,

having neither abiUty, connection, nor standing to enable them

to finance an enterprise, are nevertheless cheerfully wilhng to

undertake to do so on any and all occasions.

These pseudo-promoters are numerous. In many cases they

are professionals, making their living out of the industry. In

other cases they are nominally engaged in business for themselves,

taking up promoting as a side line. In still other cases they are

merely "connecting links"—men who do not profess to promote

directly, but who know men who can promote.

A promoter of this type is always on the lookout for "deals,"

and when an unwary stranger comes his way with an enterprise,

is very positive that he is the man wanted, and he wiU with the

most cheerful optimism undertake to finance the enterprise,

regardless of its condition or nature, on almost any basis the

stranger may desire. He is very anxious to undertake the work,

rarely demands money in advance because he realizes the hope-

lessness of the proceeding, talks ghbly and irresponsibly of his

connections and past performances, is entirely confident of his

present ability, and to the unacclimated stranger with an enter-

prise, not acquainted with the tribe, appears as " the shadow of a

great rock in a weary land." It is but seldom that he is of any

more substantial benefit.
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This whole subject is treated in a subsequent chapter,' but it

may be said in passing that parties placing enterprises in the

hands of others for promotion should be certain that any pro-

visions in the contract for exclusive control, for percentages, com-

missions, pajnnents, or other similar claims, do not constitute a

Ken on the enterprise that may later prove costly, or embarrass-

ing, or perhaps absolutely prevent them from financing their

propositions elsewhere.

Finding a Reliable Promoter

As a rule, reliable promoters are only to be found by indirect

means. Sometimes, but rarely, they are found by advertising.

Such men do not often read the business opportunities columns in

which advertisements of the kind would usually appear. A good

card in the financial columns of the better papers of New York

is more likely to be seen by them, and may be worth while. Usu-

ally, however, they must be found by personal effort. Perhaps

a friend or acquaintance will direct the man with an enterprise to

the party who can promote it for him, or perhaps the owner and

the promoter will be brought together socially or in other business

matters, or perhaps the party with the enterprise will decide from

his general knowledge of his enterprise and of the situation who

ought to be able to help him and get introductions to the selected

parties.

Bankers and Brokers as Promoters

Reliable promoters are not confined to any one class of busi-

ness. Bankers occupy an enviable position for financing. Some

of them make a specialty of high-class promoting. Bankers,

however, will not appear in ordinary promotion work for fear of

injuring their standing as safe and ultra-conservative business

men. Brokers, whether stock, bond, or investment, also occupy

an excellent position for promoting and, not being troubled with

^ Chapter LII, " Promotion By-Ways"; see also ChapterXXXVIII, " Commissions and

Bonuses."



5l8 PRIVATE PRESENTATION OF AN ENTERPRISE

the scruples that keep bankers out of the field, frequently under-

take the financing of enterprises. When they do, they usually

make first-class promoters.

Here the problem is to find the proper broker. In New York

City alone there are probably many more than a thousand

brokers engaged in dealing in securities and investments of one

kind or another. Most of them are responsible and reliable. Not

a few of them are much the reverse. Some of them will "pro-

mote" on occasion and some will not. To find, then, the ones

who can and will—to find the individual or the concern to which

a particular enterprise will appeal, if it appeals to any, is fre-

quently a matter of great diflSculty. If an enterprise is distinctly

in the line of one class of brokers, that class will naturally be ap-

pealed to. If a railroad is to be financed, it would—if brokers are

under consideration—^naturally be taken to a house dealing in

railroad securities, or if a mining proposition, it will be taken to a

concern which makes a specialty of mines or mining stocks, or if

an industrial proposition, to firms dealing in stocks of that nature.

Professional Men as Promoters

Doctors also on occasion make good promoters, particularly

for enterprises that come within their province. Ministers occa-

sionally do surprising feats of promoting, but generally and

properly will have nothing to do with the work. The legal pro-

fession provides a large number of first-class promoters. Lawyers

are necessarily and intimately acquainted with the affairs of their

clients. They are usually pretty good business men themselves.

They are always open to an opportunity to make money, and if a

good enterprise comes their way that appeals to them or may
appeal to any of their clients, they are not likely to let it pass. In

fact, at times lawyers are instructed by their clients to watch for

enterprises that might be attractive.

This is particularly true in the case of patent lawyers, though

no member of the guild would openly admit the fact. More
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incipient enterprises pass through the hands of patent attorneys

than through the hands of any other class of men, and, trained as

they are to see the good and bad points of inventions and familiar

with the industrial field, they are in a peculiarly favorable position

for promotion work. Usually they are watching for inventions

which are particularly desirable. Even when the patent attorney

will not act directly in the matter, he wiU frequently be able to

direct the owner of a patent to the proper sources to obtain the

money he needs, particularly if his invention is a good one likely

to appeal to special industries.

Arrangements with Promoters

If someone is discovered who is suitable and is willing and

seemingly able to undertake the financing of an enterprise—in

other words, an apparently satisfactory promoter—the question

of a contract will arise. It is entirely proper that a contract

should be given. In fact a reliable promoter would not undertake

the financing without one, but before such a contract is entered

into the owner of the enterprise should investigate very carefully

and satisfy himself as to the standing and ability of his promoter.

As a rule, a man to be successful in promotion must be a man of

property, or of good business standing and reputation, or a man

of good connections with whom he stands well. A commercial

agency report is the simplest way of deciding whether the particu-

lar promoter possesses some or all of these requisites. If the

agency report is not available, or is not conclusive, inquiry must

be made among friends, or among the business connections of the

promoter, or perhaps through the banks. The matter is not a

difiicult one if the promoter's standing is really good. If it is not

good it is sometimes difiicult to establish this fact satisfactorily.

Usually before settling upon terms, the owner and the pro-

moter will discuss the whole matter, decide upon the general line

of financing—in which the promoter should be able to advise to

much advantage—and then come to the compensation of the
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promoter. The subject of terms and the contract between the

owner aild the promoter is discussed in an earlier chapter.^

What the Promoter Does

When the owner of an enterprise has secured the services of a

really good promoter, his own duties are light. He places the

whole matter in the promoter's hands, giving him all essential

facts with such material in the way of supporting documents,

statements, reports, samples, etc., as may be necessary. The

promoter then practically does the rest. He may call on the

owner for demonstration work or expert assistance if the owner is

qualified, but will himself prepare the necessary papers and plan

of presentation, arrange for the incorporation of the enterprise

—

if so agreed—^lay out his general campaign, and carry it to a prob-

ably successful conclusion.

"

3 Chapter XXXVIII, "Commissions and Bonuses."
4 See Chapter LI, "Promoters and Financiers.'!
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CHAPTER XLIII

GENERAL CONDITIONS

Public Presentation as a Means of Selling Stock

Public presentation, as distinguished from private presenta-

tion, is merely financing on a larger scale—selling the shares of

stock or other certificates of interest in the enterprise to a larger

number of individuals.

Financing by means of public presentation is always an expen-

sive and usually a difficult matter. It is also considerably re-

stricted by conditions. Notwithstanding this, enormous amoxmts

of capital have been raised by this method in the past, and at

present it offers a wider and more promising field for the financing

of enterprises than ever before.

The reason for this is not hard to find. The sale in the United

States of Liberty Bonds and Victory Notes which marked the

period of the Great War was by far the greatest, the most specta-

cular, and the most successful financing this country has ever

seen. Magazines, newspapers, posters, circular letters, formal

speeches, informal talks, canvassers—every factor that could

contribute to the success of the campaign—were brought into

play with a prodigality never before equaled. The results were

commensurate with the effort. Billions of dollars were raised,

and it is said that the subscribers to the various loans numbered

over 60,000,000.

But the sale of Liberty Bonds and Victory Notes was not the

only result of this great selling campaign. As stated by a recent

writer:'

The Liberty Loan campaigns were great educators. People wfeo

had never owned a bond before bought Liberty Bonds. Investment

» Arthur McClure in Printer's Ink, June 24, 1920.
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securities had before this time been an unknown realm, shrouded in

mystery to the average individual. Stocks and bonds, he thought,

were for capitalists. Then came the Liberty Loans—^five big, nation-

ally advertised campaigns. Well-known people in every town became

identified with the work. Perhaps the boss himself went out into the

shop and soUcited subscriptions and personally assured themen of the

splendid nature of the investment. All this was education. It taught

the mass of people something about stocks andbonds that they never

knew before. They had always looked on stocks and bonds as some-

thing for the wealthy alone. The Liberty Loan campaigns taught

them that these stocks and bonds were equally good investments for

their money.

As a result of this, there is today in this country a tremendous

"small investor" demand for stocks and other securities; a de-

mand such as never existed before; a demand that the dealer in

legitimate securities cannot afford to overlook; a demand that

should be taken cognizance of by those interested in the financial

welfare of the country.

Numerous concerns have already been organized to sell securi-

ties to meet this demand. As usual the swindler was first ia the

field, selling purely worthless stocks. Later comers of somewhat

higher character preferred to handle securities of merit but were

not overly particular. Money must be had—^honestly if possible.

A third and growing class is composed of reputable concerns sell-

ing the stocks and bonds of enterprises which they believe to be

of undoubted merit.

It is the task of this last class to educate the people of the

country still further in the merits of saving and of the paramount

importance of investing these savings in sound securities. It is

to be hoped that the enlightenment of the public can be carried

to such a point that the swindling and doubtful stock-seUing con-

cerns will be entirely superseded by reputable investment bankere

.

and other stock-selling organizations of equal standing and re-

sponsibility. Such concerns may perhaps sell speculative stocks,

but if they do their stocks will be sold honestly.
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The Small-Investor Appeal

The advantages of private presentation when an enterprise is

to be financed are marked. . Its expense is light, its conduct is

within the ability of the ordinary promoter, and the whole thing is

manageable. It has, however, its limitations. Sometimes the

amounts of money required are too large for the promoter's

friends and acquaintances to supply; at other times the individ-

uals approached take advantage of the situation to investigate the

enterprise more closely than the promoter desires, or the char-

acter of the enterprise will stand; almost invariably the few men
interested by a private presentation feel that they are putting in

the money that makes the enterprise, and demand that they be

rewarded in accordance with the importance of their part. Their

ideas of the importance of this part are apt to be liberal, involving

at least a majority interest in the enterprise.

Speaking generally, the drawbacks of the private presentation

can be avoided only by changing the nature of the appeal—by
interesting such large nmnbers of people that the individual inves-

tor loses his importance and consequently his abiUty to interfere

with the plans of the promoter.

A public presentation of this kind contemplates a large num-

ber of small contributions. Some of the enterprises financed in

whole or in part by public presentation, such as banks, trust com-

panies, and great industrial enterprises and combinations, expect

to and do secure large individual subscriptions. The usual specu-

lative enterprise—^promising much and involving risks even

greater than its promises of profit—^has no such expectation. In

the aggregate it requires a large amount and its promoters are

always watching and hoping for large subscriptions, but they ex-

pect for the most part to secure but a small amount from each

individual subscriber.

The success of such an appeal depends upon the fact that a

"ground floor" proposition is as attractive to the small investor

as to the capitalist, and upon the further fact that in most men
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the gambling instinct is strong—that for large future possibilities

they are always willing to take even larger present risks. As

stated in an earlier chapter, "mankind likes to take a chance."

Add to this the fact that there is a very large class of people of

moderate circumstances to whom the disposition of their savings

is a matter of much perplexity, and the combination offers ideal

conditions for the financing of speculative offerings.

The Small-Investor Appeal in Operation

The small-investor appeal is particularly esteemed for those

highly speculative and highly capitalized enterprises in which not

only are the risks desperate, but both the basic enterprise and the

surrounding conditions are of doubtful merit—so much so that

they frequently run into the fraudulent.

To illustrate the attractiveness of the small-investor appeal in

such cases, and its usual operation, let us assume that a promoter

has secured control of an undeveloped mining prospect in a remote

part of the West. It is unequipped and of more or less xmcertain

value. The promoter is not an expert in mining and has no money
to develop the scheme himself.

If in such case the promoter personally presented his enter-

prise to men with money, they might possibly go in with him,

but if they did they would demand the greater part of any profits

and absolute control of the enterprise as well. They would also

be very sure that there were no "pickings" for the promoter. At
first they would put in just enough money to investigate and

determine the value of the prospect. Then if it proved up aU
right they would devote every doUar of the money raised there-

after to development on an economical and conservative scale.

The promoter would not reap any immediate cash profits or any
other profits near or remote unless the undertaking was a success,

nor would he cut any great figure in the undertaking itself.

This would not suit the average promoter at all—especially

one of the "near swindler" type—and presumably he would de-
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cide on a public presentation. He must then raise sufficient

money to start the campaign and to pay for advertising, printing,

and office expenses. If he cannot manage this preliminary financ-

ing himself he must get his money from someone else. As the

party advancing the money in such a case usually looks for repay-

ment of both his advance and his profits from receipts from stock

sales, and not from the development of the prospect, the promoter

is likely to get this first money on very different and much better

terms than if be offered an interest in the prospective mine itself.

When the promoter has once secured his exploitation money,

the whole matter becomes one of presentation. Handsome offices

are rented, the promoter's imagination and the country surround-

ing the prospective mine are ransacked for "facts," attractive

advertisements are prepared, glowing prospectuses are printed, a

company is organized with a million or so of capitalization—or a

million or so of shares, if no-par-value stock is employed—the

stock is issued to the promoter in payment for the prospect, a

portion of this "full-paid" stock is returned to the company to be

sold to raise working capital, this stock is put on sale at a few

cents a share, and the campaign is on.

Obviously under such circumstances money may be obtained

on far better terms for the promoter than would be the case in the

usual private presentation. A man putting in perhaps $10 or $100

in an enterprise calling for hundreds of thousands of dollars is a

small factor. He recognizes this fact and neither expects nor

receives special consideration. Glowing representations are

made and the prospective investor is flattered and persuaded, but

the prosposition stands fixed and rigid. He may take it or leave

it as he sees fit, but he cannot change it.

If the presentation is good the promoter's reward is now near

at hand. The smaller investor cannot really investigate the

offering. He must judge of the enterprise almost entirely from

the information supplied him, and as this information is supplied

by the promoter, it is naturally very favorable to the enterprise.
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Also the opportunity to secure shares at a few cents each is always

alluring, and if the promoter is really skilful in his work the sub-

scriptions begin to flow in. If he is not skilful he will probably

have a great deal of trouble in meeting bills about this time, and the

"bright and halcyon beginning" will end suddenly and decisively.

If the scheme is successful the money secured is drawn upon

for the promoter's salary—and perhaps a " cash-in" of some of his

personal stock—for the payment of ofl&ce and general expenses,

and for the continuance of the stock-selling campaign. Then if

any money is left it is devoted to the development of the prospect.

If any such work is done it is duly heralded as an additional in-

ducement for prompt investment before the always expected

wonderful strike has been made and the price of stock has thereby

been raised.

Not only does the smaller investor find it impossible to investi-

gate closely an offering of this kind, but it is equally difficult for

him to maintain supervision over the progress of the enterprise

thereafter and the promoter is left in complete control, to manage

or mismanage according to his abihty. As the promoter, when it

comes to the actual management of the enterprise, is not usually a

practical man, and as fimds for the real work of the company are

apt to be scant, the results of his management are seldom gratify-

ing to the stockholders.

In case of disaster to the enterprise, whether from mismanage-

ment or even from fraud, the promoter's position is again as de-

sirable as it could be under such unfortimate circumstances.

Each stockholder is but one of many and widely scattered inves-

tors, has but a small amount at stake, and lacks not only sufficient

incentive, but usually the knowledge and ability to enable him
either to recover his lost investment or bring pimishment on the

head of the offender. In practice the individual stockholders

usually protest as vigorously as their ability as correspondents

and their distance from the scene of action will permit, and when
this proves ineffectual, pocket their loss and charge the whole
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matterup to experience . No one else is in a position to act orhas any

reason for acting, and the unhappyundertaking drops out of sight.

Restrictions on Public Presentation

While public presentation to the smaller investor is an attrac-

tive and most promising method of disposing of sound securities,

the individual will find his efforts in this direction severely ham-

pered by the conditions. Perhaps the most seriously restrictive

of these is found in the very fact that this field has been so largely

pre-empted by the swindler. So long has it been his happy hunt-

ing ground, that a presentation by "methods now frowned upon

because used by swindlers"^ almost in itself classifies the offering

as fraudulent. This condition should be changed and is slowly

changing, but those who adopt the method must realize that it

still exists and counteract it by the soimdness of their offerings,

by securing the indorsement of persons known to the parties ap-

pealed to, and by every other means in their power.

A second serious restriction on financing by means of an ap-

peal to the public is found in its cost. Seldom, if ever, does money

obtained in this way cost less than lo per cent of the gross amount

raised; commonly its cost runs up to 50 per cent or more. This

phase of the subject is treated with greater fuUness in a later por-

tion of the chapter.

A third serious restriction when the plan of presentation in-

volves advertising in newspapers or magazines, is found in the

fact that the more reputable and widely circulated mediums will

no longer accept stock-seUing advertising of speculative enter-

prises. An occasional advertisement, more or less disguised, may

occasionally slip into the business opportimities column of a high-

class newspaper, but for the speculative enterprise, the full-page

spreads and the striking display advertising of former days are ab-

solutely barred from the better newspapers and magazines.^

' Dewing, "Financial Policy of Corporations."
3 See Chapter XLV, "Newspaper and Magazine Advertising.*^
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Blue Sky Laws

Beyond all this, a promoter desiring to distribute his securities

widely finds himself handicapped by the so-called "blue sky

laws," now found in a large number of our states. These laws

are uniform in their purpose to prevent improper practices in the

sale of corporate securities. As stated briefly by the State Securi-

ties Commission of Minnesota, '* the work to be done " consisted,

among other things, in discovering and driving from the state

unprincipled and dishonest promoters, preventing the sale of

spurious and worthless securities, curbing and preventing the

activities of visionary and irresponsible schemers, breaking up

vicious practices in stock selling; in short, protecting the public

against fraud."

The intent of the blue sky laws is obviously and highly com-

mendable, but for the most part the statutes actually enacted are

very inadequate to carry out this intent, and in some "cases are

vmduly restrictive of meritorious enterprises in honest hands.

The blue sky laws now in force vary in detail in the different

states, but all require comphance with prescribed formalities

before stock of an incorporated enterprise may be sold within the

particular state. They increase both the cost and the difi&culty

of selling stock.

Methods of Public Presentation

Speaking generally, the methods open to the individual or

concern for the pubhc sale of securities are

:

1. Stock salesmen

2. Magazine and newspaper advertising

3. Mail order methods

These different methods may be and usually are combined in

whole or in part. In any particular financing one of them is the

main line of effort and the others, if brought in at all, are merely

4 First Annual Report, 1918.
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supplementary to the major effort. The chapters which follow

take up in order these various methods of selhng stock by public

presentation.

General Cost of Raising Money by Public Presentation

Owing to the conditions under which it is so often carried on,

raising money by means of a public presentation is an expensive

procedure—so much so that the enterprise must usually be of a

speculative nature in order to afford sufficient margin for selling

expenses and at the same time allow for offerings sufficiently at-

tractive to interest the investing public. The capitaUzation of

such an enterprise is naturally high, as a rule running from

$500,000 to many millions of dollars, and the par value of shares is

as naturally low, usually ranging from i cent to $10. It is obvious

that stock issued on such a basis—the initial value of the enter-

prise usually being small—can be sold at a fraction of its face

value without any serious sacrifice.

Many of the blue sky laws already referred to prescribe the

maximum amount that may be paid for the sale of securities.

In Kansas a stock paying more than 5 per cent commission is re-

garded as speculative. In Ohio and Mississippi, commissions,

promotion, and incidental expenses connected with the sale of

stock must not exceed 15 per cent of the price received. In

Illinois, "securities based on prospective income" are designated

as "Class D" and purchasers may recover if more than 20 per

cent is retained as commission by the seller.

In Minnesota the State Securities Commission went into the

matter of promotion expenditures with much thoroughness. As

stated in the 19 18 report:

The first problems of importance which confronted the commission

were the amount of stock which might be issued for promotion pur-

poses and the amount which might be paid for commissions and other

expenses incidental to the sale of securities. A custom had been estab-

lished under which greatly excessive commissions were being paid to
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brokers, promoters and other stock seUing agents, and the theory

that those who were in on the "ground floor" in the organization of

a company were entitled to a large amount of promotion stock had

been put into practice to an undue extent.

Consequently the commission found it absolutely necessary to fix a

maximum stock selling expense and adopt a rule with reference to the

issuance of promotion stock. As regards commissions the following

rates were fixed:

For mining and oil companies, not to exceed 20 per cent.

For industrial concerns, not to exceed 15 per cent.

For financial corporations, not to exceed 10 per cent.

These rates, which are still in force, are based upon the selling

price of the security rather than upon the face value thereof and

include all expenses incidental to the sale of the security.

In connection with a $10,000,000 hotel proposition, the follow-

ing announcement is made

:

Based upon previous experience in similar undertakings, it is es-

timated that the cost of organization expenses, the sale and distribu-

tion of stock over a wide area, together with an extensive adver-

tising campaign in connection with distribution of stock and the

procuring of patrons, wiU amount to from 15 to 20 per cent. This

cost, together with the agents' fees for such services, has been limited

by contract to 22 per cent.

For the conservative public utility financing, the cost is less.

As stated by an investigator speciahzing in public utility work:^

During the past two years, I have been xmder the necessity, and

have had the opportunity and facilities, of informing myself as to

the cost of acquiringmoney in the case of sixteen large and weE-known
utility companies, with nineteen issues of the highest grade bonds,

rated in Moody's Analysis of Public Utilities as "AA" or "A," and
marketed within the period from 1908 to 1914. The result of my
investigations was to find that the cost incident to the disposition of

the senior ("AA" or "A") highest rated securities of these large, well-

known utilities was 5 per cent; the discounts were much more than

s F. B. H. Paine in Mechanical Engineering, October, 1920.
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that. The cost incident to selling bonds rated by Moody as "BA"
and "BAA," found in the same manner, was 7.9 per cent.

The preliminary expenses of such an undertaking are sum-

marized as follows:

1

.

The development of the project, 2yi per cent.

2. The cost of money, 5 per cent.

3. The promoter's remuneration, 5 per cent.

To those familiar with the industry it is obvious that but little

speculative stock would be sold on the maximum allowance of the

blue sky laws—20 per cent. The ingenuity of the promoter is,

however, usually equal to such an emergency.

I. Cost of Raising Money by Canvassing

When the enterprise is an attractive one and the campaign is

well managed, money can perhaps be raised at a less cost by per-

sonal canvassing than by any other form of public presentation.

In some exceptional cases the cost has run—so it is claimed—as

low as 10 per cent. A dividend-paying concern of fair attractive-

ness wishing to increase its capital can secure additional money for

20 per cent or even less. An attractive enterprise, not yet a

going concern but giving large speculative possibiUties, must pay

30 to 50 per cent. The ordinary speculative enterprise, perhaps

basically a little unsound, with ofl&cers unknown to the public

and of doubtful managerial ability, must pay 50 per cent or more.

These are the amounts that will be charged the enterprise by

"capital-raising" concerns. If the enterprise should organize a

stock-selling force of its own the cost might run lower—and has

in some cases—but would probably run higher.

This does not, of course, apply to the financings of the large,

presumably sound, enterprises, managed by men of good stand-

ing and proved ability, and offered by an investment banker

whose reputation is in itself a guaranty of the merit of the enter-
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prise. Such an undertaking, as suggested above, should get its

money at a cost of from 5 to 10 per cent, or even less.

2. Cost of Raising Money by Newspaper and Magazine Advertis-

ing

In order to get data as to the cost of selling stock by this

method, letters were sent to a number of concerns using general

advertising to effect sales of stock. One of these, an oil proposi-

tion', selling " units," i. e., in this case a lease of an acre of land

forming part of the large tract of land covered by the company

lease, and selling them with much success, writes as follows

:

We figure if it costs us over 20 per cent to complete a pro-

position, it has run exceptionally high. The initial expense, of course,

runs approximately 50 cents on the dollar for the first five or six

thousand doUars, but as our advertising begins to gain momentum,

our sales costs are cut down.

Of course, our plan of sales is considerably different from stock

selling, and I do not know how it would compare with that kind of

proposition. You will note that we are not selling stock.

Another concern selhng oil stock and meeting with fair suc-

cess writes that under present conditions, "would say that around

50 per cent is what it costs to seU stock."

A, manufacturing company closely identified with the oil

industry and selling its own stock writes that, speaking generally,

50 per cent is a conservative estimate of the cost of raising money
when stock is sold by advertising. In the particular proposition,

however—one of solidity
—"we figure the cost to be between 25

and 30 per cent."

Another concern writes as follows:

You have requested us to furnish you information which would

show the approximate cost of raisingmoney to finance an oil company.

Of course you understand that this varies according to the Company's
management, but it has been our experience in the Texas fields that

with an efficient management the cost runs from forty to fifty pel
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cent. There are various reasons for this excessive cost that will apply

to all newly discovered oil fields.

Another company selling stock writes:

Repl5dng to your favor of the isth, we beg to say that the cost of

financing our advertising campaign averaged 30 to 40 per cent. This

was due in a large measure to the tight money market. We have run

campaigns where the cost did not exceed 20 per cent, and we know of

instances during the wild boom period where 10 per cent was consid-

ered about the cost. Fifty per cent would be a fair basis of cost in a

campaign undertaken at the present time.

From aU this it is a fair presumption that in the highly specula-

tive offerings usually financed by general advertising, the cost of

raising money rarely runs lower than 50 per cent.

3. Cost of Raising Money by Mail Order Methods

The cost of raising money by mail order methods varies

greatly with the offering, the lists of names used, the skill of the

managers, and the general conditions. In one case known to the

writer, a single printed appeal sent at a cost of $750 to less than

15,000 stockholders of the concern which issued it, brought in

subscriptions of over $150,000. On the other hand, where the

conditions are not good the costs run up very high. It would prob-

ably be safe to put the average cost—as in the other methods—at

50 per cent. The advantage of mail order work, as explained

more fully later, lies in its appUcability to the lesser undertakings,

in the small amount of initial capital required, and in the absence

of material risk.

How the High Cost Works Out

The cost of raising money by any form of public presentation

is, as stated, high—very high—runnmg from 20 to 50 per cent of

the total amount secured. In other words from 20 to 50 cents

must be expended to sell a dollar's worth of stock. It is but sel-
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dom that stock can be sold at the lower cost. At the best then, if

$80,000 is raised by a public presentation, from $16,000 to $40,000

of the total amount is consumed in the expenses of the operation,

leaving a net amount of from $40,000 to $64,000 for the develop-

ment of the enterprise.

When the higher costs are incurred, the method is absolutely

barred for anything save the characteristic speculative enterprise.

If the cost is 50 per cent, as is so often the case, $1 must be paid

for every dollar secured for actual use in the enterprise, and if

$200,000 is required for the development of the enterprise, $200,-

000 must be expended in securing that amoimt. At first sight it

would seem to be very much better business merely to invest the

initial $200,000 directly in the enterprise without the circuitous

and troublesome method of spending it to get the same amotmt

back again, especially as in the process the enterprise parts with

stock to the face value of $400,000 or more.

Why the Method Is Used

The explanation of the promoter's preference for the "longer

way round" is, however, easy. The enterprise does not possess

this $200,000—or whatever the amount needed—and neither do

its promoters. Or in the rare cases where the promoters do have

the amount, they are not willing to risk it in the development and
operation of the enterprise. Instead, they put up a few thousand

dollars to start the campaign and use the returns as they come in

for its continuance, replacing their own investment meanwhile

from the first returns available for the purpose. In this way the

promoter avoids any excessive risk for himself and any personal

expenditures beyond the first advance, which is only sufiicient

to carry the movement to the point of self-support. When the

campaign is well under way it is carried on until the total net

receipts—that is, the amounts received in excess of the cost of

advertising, general expenses, payments to the promoters, etc.

—

aggregate the $200,000, or other amount required.
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Who Pays the Piper?

It is obvious that in the end the investor puts up all the money.

He pays for the cost of his own discovery, the cost of inducing

himself to buy, and all the other expenses of the campaign ; also

if, as is usually the case, the promoter decides that he is entitled

to some cash profits from the sale of stock, the investor provides

this, and then from what is left supplies funds for the development

of the enterprise. As to the general results, 50 cents of every

dollar the investor puts in is, as already stated, consumed by the

cost of getting the dollar in, and the remaining 50 cents is avail-

able for the more direct purposes of the enterprise.

Meanwhile the enterprise must assume the entire burden.

As only half the total amount received goes to the proper uses of

the enterprise, twice as much stock must be sold as would other-

wise be necessary. That is, if $40,000 is required for the enter-

prise, stock to the cash value of $80,000 must be sold to secure it.

If sold at the average price of 2 cents for shares of the par value of

$1, as is not uncommon in mining offerings, 4,000,000 shares must

be sold to secure the desired amount; in other words stock of the

par value of $4,000,000 is sold to secure a net cash amount of

$40,000. The enterprise must then, to be successful, pay divi-

dends on this excessive stock issue. Any enterprise that can

stand such a strain must indeed be one of golden possibilities.

It may be noted in passing that the blue sky laws stand almost

uniformly in the way of offering stock at unreasonable discounts

from its par value, and the speculative offering must now in most

states rely on the attractiveness of its profit possibihties unaided

by bargain counter prices for its stock.



CHAPTER XLIV

STOCK SALESMEN

The Work of the Swindler

Predisposed by the natural human tendency to take chances

and encouraged thereto by the Liberty Loan campaigns, the

people of the country have become large purchasers of stocks and

bonds—good stocks and bonds preferably, but if good stocks and

bonds are not offered them, then stocks and bonds which are not

so good and some which are distinctly bad.

The swindler, as stated in the preceding chapter, was the first

to discover and exploit this rich new field. Money was to be had

almost for the asking and no false modesty—or common honesty

—restrained the get-rich-quick men from making the request.

The result is that many millions of dollars have been taken from

the people of the country—^much of it simply stolen, most of it

wasted on impossible or, at the best, improbable schemes, and a

small remainder invested in worth-while and successful under-

takings.

By slow degrees the small investors of the country will be

educated by sad experience to discriminate between the good and

the bad—they will be taught to touch no scheme unless they

personally know it to be good or unless it is vouched for by some-

one whom they know who is capable of judging, or if they go in

otherwise, will go with the full knowledge that they are taking a

gambler's risk. If, however, the army of small investors must

learn in this school of experience, it will cost them hundreds of

millions of dollars and it would seem that a great part of this

possible price might be saved by blue sky laws, more effective in

provision and more intelligently administered, by direct propa-

ganda against fake schemes, and by supplying a better class of

538



STOCK SALESMEN 539

securities—^whether for speculation or investment—for these

small investors to buy.

And, looking to this general end, if the present chapter reads

like an exposure of get-rich-quick methods it is for the double

purpose of showing what the swindling stock salesman is doing

and to present a study of his methods. These are founded on

true psychological principles and, while they are carried to an

extreme that would not be justified and could not be used in

honest salesmanship, their very exaggeration brings out iu clear

relief the correct principles and procedure upon which honest and

effective salesmanship may properly be based.

How It Is Done

Most of this swindling of the small investor is found in the field

of personal selling—for the simple reason that so much can be

done by the "personal touch"—the almost hypnotic influence

exercised by the skilful salesman over his prospect.

It is so easy! Talk profits to a man—^big abnormal profits—and

the room begins to swim. Tell him, in a hushed voice, that " this is

letting him in on the ground floor," and an air of abstraction be-

gins to take possession of him. The limousine he has dreamed

about assumes palpable outlines. The palace in Spain is possible

yet. . . .

These salesmen have been trained in schools. They know every

trick of the game. They generally open their attack by telling the vic-

tim about the enormous profits made in active, well-known stocks

Jike Standard Oil, Eastman Kodak, Ford Motor Company, and a few

others. Then he is told that only one man in every ten or fifteen is

lucky, and perhaps he will be that one—if he has the wisdom to know

a good thing when he sees it and a little money to back up his judg-

ment. Thus the stock salesman is able to find out quickly whether

the man has money to invest and whether he can be sold. The rest is

a matter of showing him how a certain article like an automobile tire,

a folding toothbrush, or a vestpocket shavingoutfit has a tremendous

market, and can be sold to every man, woman, and child in the United

States. A plausible statement of manufacturing costs, a nice fat pro-
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fit, and the trick is done. The victim parts with his hard-earned cash

and the salesman has his name to use on a fellow employee.

'

The Oil Swindle

The exact modus operandi by which the swindlers in oil stocks

operate is set forth very feelingly and even amusingly in the fol-

lowing quotations. These are taken from a letter written by a

broker, himself engaged in financing enterprises—honest enter-

prises, however, not the kind described here—warning his clients

against such schemes. As stated by this gentleman:

The legitimate oil broker suffers more from these fake promotions

than the public, because while the public loses its money, the legiti-

mate broker is often blamed for their losses and a few hotheads are un-

kind enough to include all brokers as being in the same category when

they think of oil. OU is and always will be a speculation and the legiti-

mate brokers usually insist on making this point very plain even when

they are reasonably certain of success.

Several years ago I knew practically every broker in Buffalo, if not

personally at least by reputation—then came the Texas oil boom and

from then on it was impossible to keep track of the new brokers or the

stocks they offered for sale. In Buffalo alone I dare say there were

more than two hundred oil specialists whose sole ambition was to sell

as much stock as possible in the shortest possible time.

There was one "joint" of this character on Niagara Street in

Buffalo and being of a curious disposition I made it my business to

walk in one day just to see what the so-called oil specialists were doing.

This particular outfit sold stock in a company that owned some " wild

cat " leases in a part of Texas that never had produced a barrel of oil;

consequently, if the stock ever paid a profit it would be a miracle. I

was met by a sleek, well-dressed man who toldme he was the manager

and when I told him I was interested in oil (which was quite true) he

invited me to come around at eight o'clock that night, when, as he ex-

pressed it, the show began.

Promptly at eight I was there and while the place had been de-

serted when I called in the afternoon, it was almost filled to capacity

at eight o'clock when the manager made his way to the platform and
started his lecture on oil.

^Arthur McClure in Printer's Ink. June 24, 1920.
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First of all they had various views of the different oil fields and

occasionally they flashed a picture of some man or woman who the

lecturer informed us was Mr. So and So who had just sold his eleven-

acre farm for a million or two, or a Mrs. So and So who had put her

savings of a lifetime into an oil stock for which she had just refused

an offer of several millions.

The entire show was carefully arranged so that it finally brought a

climax by showing the properties of the company, and just as soon as

the moving pictures were finished, a dozen salesmen took the most

likely prospects into small rooms in the rear where under high pres-

sure an order was secured.

I allowed one of the salesmen to takeme back into the small cubby

hole called by courtesy an office and about the fixst thing he did was

to ask me how many shares I had decided to buy. When I told him I

wanted some information about the company, its capitalization, prop-

erties, officers, etc., he was surprised, and it was really funny the way

he tried to talk about other things to get my mind off these important

subjects.

When he finally saw that I was as stubborn as a mule he sent an

S. O. S. call for help and in came the sleek, well-dressed manager ac-

companied by another high pressure salesman. The manager told me

in confidence that the stock had all been bought by one of the biggest

capitaUsts in Buffalo and that if I wanted a few shares I must take

them right away; otherwise I would lose this great opportunity.

When I still persisted in securing some real data regarding the com-

pany he gotmad and wanted to know what I meant by taking up their

valuable time if I wasn't interested in oil.

To make a long story short I finally left with three or four of those

salesmen passing unpleasant remarks about the nerve I had to come

in there and not buy.

When I finally did get out I realized how the average man had

httle or no chance the moment he got entangled in their net, and from

what I saw that night I know that fully half the people that witnessed

the show bought stock before they left the "joint."

Selling Stock by Telephone

Another outcropping of stock salesmanship used to some ex-

tent by reputable concerns, but most aggressively employed by

the swindler, is selling stock by phone. An interesting description
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of the way this is done appeared in the Buffalo Evening News.""

According to the account the narrator, a stock salesman, had

quarreled with his employers and seized the opportunity of mak-

ing a full expose.

" I learned the telephone game with the New York concern that

originated it," he said. "It is an honest concern. It was selling real

securities over the telephone. It sells some wildcat propositions, too,

—such as stock in companies which had oil lands under lease. But in

such cases, the prospect is warned unmistakably that he is taking a

chance. If the solicitation is by mail, there is printed in large type

across the letter, 'This Is a Gamble.' And, of course, that is all

right. Somebody has to put up the money to drill oil wells. If they

come in, you win heavily. If they are dry holes, you lose. That's

legitimate; you know what you're doing all the while; you aren't

promised anything except a square deal.

"But the fakirs quickly saw that the telephone game was beauti-

fully adapted to their needs, and they grabbed the idea. Any man
who has worked for this New York concern and understood the tele-

phone racket is in demand at a fancy price. That's how I happen to

be in Buffalo. I had done weU with a motion picture issue in Pitts-

burgh and with a tin plate issue in Cleveland, which, by the way,

easily sUpped past their protective regulations. But that is a story by

itself.

" Here's theway we work it. I come to town and the proposition is

explained to me. I get some live yoimg fellows and ' sell ' confidence in

the issue to them. They have to beUeve firmly in the stock; if they

don't, they can't sell. Of course, with me, it's difierent.

"I've got ten of them here. Sometimes we simply take the tele-

phone book and spht it up. The salesmen sit with headpieces on

—

the sort exchange girls wear. They call people all day long. If any

man doesn't make at least 40 calls a day, he is fired.

"The talk goes something like this: 'Mr. Smith, this is Mr.

Jones talking, of the Twenty-third National Securities Company.
You have been recommended to us by friends who say that you are a

live businessman of the sort that is quick to see a real opportunity and

quick to take advantage of it. The situation is this, Mr. Smith, we
are marketing the common stock of the Horticultural Fihn Corpora-

" July 20, 1920.
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tion and at the request of your friends, have set aside 2cx3 shares for

you. Now there is another gentleman who is very anxious to get this

block, Mr. Smith, but we would like to obUge your friends and besides

we do not want our stock to go into a few hands; we want it as widely

distributed as possible. We must know, right away!'

"Then a Httle song and dance about the motion picture industry,

now the fifth greatest industry in the country, the profits to be made,

and so on.

"If Mr. Smith shows the least bit of interest, the clerk is instructed

to signal me; I cut in, listen, and at the psychological moment, take

hold and clinch it quickly.

"The whole object of using the telephone is to nail them before

they have time to think it over. You'd be amazed to know the names

of soUd business men in Buffalo who have fallen!

"

"What proportion of calls result in sales? " was asked.

"On a selected sucker list, one in thirty; out of the telephone book

just as it runs, one in a hundred or thereabouts. No, it doesn't matter

what the 'security' is, the proportion runs about the same."

And there you are. The snappy yoxmg man asserted he was get-

ting $150 a week and commissions.

To bring a telephone conversation to a close is one of the

simplest things a business man has to do, but the writer recalls

even now the difl&culty he experienced in "shutting off" a stock

salesman who recently wished to interest him in a brilhant hotel

scheme—"one that it will be an honor to be connected with."

The salesman was so courteous, so plausible, and so good-na-

turedly persistent that it was psychologically hard to bring the very

one-sided conversation to an end.

Legitimate Salesmanship

As has been suggested before, the same ingenious and success-

ful methods employed by the swindling stock salesmen are equal-

ly applicable to honest promotions, and, though they cannot be

carried so far, are frequently employed. In fact from first to last

ingenuity and selUng ability characterize the work of the success-

ful stock salesman. It may also be said that ingenuity and selling
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ability characterize the work of the successful salesman in any

line of effort. The reprehensible nature of the stock swindler's

work lies more in the irresponsibih'ty of his statements and the

worthlessness of his goods than in his selling methods—though

these are usually pushed to an unjustifiable extreme.

In this connection the methods of a "high-grade specialty

salesman," described in the following quotation,* are interesting

and suggestive. While legitimate and properly used, they lose

but Httle by contrast with the stock swindler's methods described

above. In this case the salesman is handling a factory machine

costing several thousand dollars.

I am more concerned with setting the stage properly for deliver-

ing my sales talk than I am about dehvering the talk. . . .

Thereused to be a time when I would drop into a town, go to the

hotel, take out my list of prospects, put my portfoho under my arm

and start out to makemy calls. In maybe one place out of ten would

I get a real audience. About half the time I could not get to the

right man, becausemy card only put him on the defensive and sentme
away. I might add that I do not belong to that school of super-

salesmen who can brush away the office boy and private secretary and

beard the old lion in his den, coming out of his private office in an hour

with a signed contract in my pocket and the old gorilla's arm around

my neck.

As a better method of approach this salesman now lists the

smaller factories in the town he is working and sees the ofl&dals of

those factories first. " The smaller the factory the easier it gener-

ally is for the representative of a big concern to get some kind of

an audience." In some of these cases the salesman does not ex-

pect to make a sale, his call being merely a means to an end—to

get favorable access to some other manufacturer who is, or should

be, a purchaser.

I am not interested in that man as a prospective purchaser. Iknow
his factory isn't large enough to consider one of our machines. With-

i A. H. Dente in Printers' Ink, February 26, 1920.
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out trying to get a real interview, I break right into my proposition

and give the man a chance to turn me down. Invariably it is done on

the basis of the machine being too large for his plant. It is easy to

win his good-wUl by taking the stand that we look upon him as un-

doubtedly a prospective buyer in a very short time, even though at

this moment he may not be in the market. It makes him feel com-

plimented and friendly. Then I mention the name of the man I really

have in mind andmy selling work consists of my getting this manu-

facturer to teU me that I ought to see the other man. Sometimes I

have even been able to get a note to the real prospect. Now and

then where competitors are friendly, I have had one man call up

another man and teR him I would be there to see him.

The big thing is to get into contact withmy prospect without hav-

ing to blurt out my business in answer to his curt: "Well, what's on

your mind? TeU your story"—^implying three minutes to do the

job. Other times I have made use of personal acquaintances or busi-

ness acquaintances of the house and through them met my prospect

at noon in the club he frequents, or at the golf Unks, or wherever he

spends his spare time. Such introductions need be very brief and a

bare minute's "Mighty glad to know you, Mr. Brown. I hope to

have a chance to see you while I am in town. WiH you be in for a few

minutes to-morrow morning? " generally does the work and since I

make it a point not to tell him what I want to see him about, it is the

usual thing to get at least a brief interview the following morning

—

sometimes long enough to tell my story, at others long enough to

secure suf&cient interest for a longer interview.

When a man sends out word that he can't see me this morning,

I go my way with regret. Or if, by chance he does let me in but is

snappy and irritable, and evidently in a hurry, it is plain too, that that

is a very poor time, indeed, to try to pin him down to buying a ma-

chine. I know that it takes several hours properly to explainmy ma-

chine, and a few minutes of bored attention is of no possible avail. It

becomes plain that the big thing is the proper staging of the interview.

If I can so set the stage that when I come in at 2 yo by appoint-

ment, and send in my card and Mr. Jones sends out word: "Send

him right in," then I have a real chance to do the work I am paid to

do. When he brushes aside his papers and makes a clean space on his

desk and I can spread out my blue-prints, the show is under way.

Right at this important moment, if the man is evidently a cigar

smoker, I produce two thoroughly good cigars and we both hght up
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before we settie down to talk. On the other hand if he refuses to

light up, youmay be sure thatmyown cigar goes back intomy pocket.

What I am interested in is to get him smoking a good soothing cigar,

if I possibly can. It helps in the stage setting.. Also, by making the

cigar good and long, I am reasonably sure of a sufficiently long inter-

view, at least for the first call.

You win note that I set down 2 130 in the afternoon as the favorite

hour for a first interview. The chances are that he is through with

his morning mail, also that he has had a satisfactory limcheon, and

if anything, enjoys relaxing a little. During the morning hoiurs, he

may have been of the "going hound" type, but by 2 -.50 he is inclined

to be cahn and retrospective and inclined to be a better listener.

These are little things but they have a lot to do with enabling a

salesman properly to tell his story. And, after all, the big secret of

successful selling is getting a real chance to state the proposition.

Selling Methods

A stock-selling canvass may be conducted with or without ad-

vertising. If with advertising this is usually for the purpose of

locating the "prospect," who is then turned over to the sales-

man for a quick finish. Where advertising is not employed,

names are secured from directories, or by purchase, from special

lists, from casual acquaintances, or from the prospect himself, if

he is "sold." In any such case Mr. Jones, who has bought stock,

is usually very willing to give the agreeable stock salesman the

names of friends who may also be interested, and to these the

stock salesman goes with the added assurance of this semi-

introduction and full indorsement from Mr. Jones.

Sometimes letters are written to the prospects as a first step

in order to sift the wheat from the chaff. For instance:

When will it be convenient for you to give me a few minutes?

I wish to explain a matter to you that is of mutual interest. . . . The
enclosed post-card is for yourconvenience in fixing the time and place.

Sometimes the stock salesman is given a card of introduction

by his manager or by someone else with an impressive name or
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position. The mere fact that the introducer does not know the

victim is a matter of no consequence. The card rarely fails to

secure access at least. After that it is " up to the salesman."

Usually a persistent follow-up of prospects is deemed essential

by the stock salesman—a sort of gathering in of the harvest

planted at preceding interviews. Occasionally the ordinary rules

are reversed. One concern engaged in the business of financing

enterprises has with considerable success relegated the follow-up

idea to the scrap heap. Its salesmen are instructed never to call

a second time with the same offering. If they do not land the

prospect at the first call he is to be left to his fate. The oppor-

tunity is offered; if he does not accept it the loss is his—or at

least he is so informed by the salesman who then goes on to his

next victim.

Stock-Selling Orgamzations—^For Single Enterprises

Stock-selling by personal canvass on the large scale usually

contemplated by public presentation is not suitable or ordinarily

available for the one-man-power promoter. It requires an or-

ganization and equipment that is entirely beyond him—a larger

and more extended organization than is profitable or even possible

for any single enterprise.

Occasionally, however, the enterprise is so large or the condi-

tions such, that a selling organization to market its stock is

• economical and advisable. The writer recalls an instance of this

kind where an important mechanical improvement was success-

fully financed by its own selling organization. The undertaking

was one which might have been financed by any investment

banker of standing, and in fact negotiations for the sale of stock

were opened with a concern of this kind before the plan of direct

selling was adopted. The price demanded was, however, so high

that the managers of the enterprise determined to sell their own

stock. In this case the company would, as soon as it was in opera-

tion need a large corps of salesmen to market its product and
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this was made the basis of the stock-selling organization—the con-

dition that justified its creation. The study and training necessary

to qualify the men for their permanent work were exactly what

they needed to qualify them for the work of stock-selling.

The salesmen were, as a matter of course, required to master

thoroughly the mechanism and its adaptation to different condi-

tions. This study and the accompanying demonstration con-

vinced the salesmen of the value of the mechanism and they

became enthusiastic vendors of the company's stock. They were

paid a commission on all stock sold. As a further incentive, those

who showed the greatest ability in selling stock were to be made

district managers when the company was organized and selling

its output on a commercial basis.

The practical results of the plan were excellent. As much
stock was sold as was desired, and the managers of the enterprise

stated that their selling cost was but little more than lo per cent

—

an unusually low figure.

In another instance where a successful financing was con-

ducted on this basis, the managers themselves supplied the

trained salesmanship, the so-called salesmen having but little to

do beyond bringing the prospect to the office. The basis of the

undertaking was a substitute for leather—apparently a very

excellent product. No prospectus was used and no papers em-

ployed save typewritten statements which were exhibited and

kept in the office of the incipient company.

The campaign was entirely of the "still-hunt" order. The
expensive suite of offices occupied by the new enterprise was

handsomely furnished. The managers and their salesmen were in

attendance. These latter were men possessing considerable social

gifts and some local acquaintance which enabled them to reach

men of means.

No advertising of any kind was indulged in, but a salesman

would quietly suggest to an acquaintance that something good

was being passed arotmd among a favored few and that he—the
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salesman—was in a position to let a few friends in. Such an in-

timation rarely failed to excite interest, whereupon the victim

was invited to accompany the salesman to the company offices.

Here everything was on a scale of subdued but substantial ele-

gance. Handsome samples of the material were exhibited in var-

ious forms and numerous applications; mysterious hints were

given of the great profits—somewhat imaginary—reaped else-

where; weighty names of interested parties were exhibited; plaus-

ible statements were freely made ; and the general impression was

created and well sustained that the opportunity of a lifetime was

within reach and could by quick action be grasped and held.

The whole presentation was artistic—not to say aristocratic

—

and was eminently successful. All the money asked for was

secured. Owing to bad management the subsequent career of the

concern was not as productive of result as was its financing, and

the money invested in the enterprise was largely lost.

Stock Selling Organizations—Permanent

The more permanent stock-selUng organizations are "built"

on a broader basis. Salesmen are employed in the various parts of

the country in which stock can or should be sold. A nucleus of

trained men is always kept busy, but the total number of sales-

men employed is flexible, increasing or diminishing with the de-

mands of the work. In some organizations these men are on a

semi-independent basis, having their own territory and reporting

direct to the head office, but in the larger and better organized

concerns they are placed imder the supervision of "group cap-

tains" who are responsible for the work of the men composing

their respective groups. The organization into groups prevents

conflicts among the salesmen, and secures more systematic and

better work. A central office, from which emanate instructions to

group captains and to which come reports and the proceeds of the

salesmen's efforts, is located in some convenient city and is in

general charge of the organization work.
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These stock-selling concerns usually take up one enterprise

after another, selling the securities under contract. They are

always looking for enterprises to be financed but only select a few

out of the multitude offered them. The selected enterprise must

be large enough to be worth while, must permit of an attractive

offering to the public, and also of large payments to the stock-

selling concern. These payments range according to the enter-

prise and its condition. As stated in the preceding chapter, a

dividend-paying enterprise of attractive possibilities may have

its stock sold to provide additional capital for 20 per cent of the

gross sales, or, if it is very attractive, for even less. The concern

that is not paying dividends must pay more and usually much
more, the toll exacted from these ranging from 30 to 50 per cent.

It is seldom that more than 50 per cent is required, as an enter-

prise that would pay beyond this for its money savors too strongly

of the fraudulent to be tolerated by any stock-selling concern that

really expected to stay in business.

The results obtained by the salesmen of these stock-selling

concerns are often surprising—^both in the fraudulent and the

legitimate field. In the field of fairly honest promotions the sales-

men are usually employed on a commission basis—20 per cent on

gross sales for an attractive stock—more if the stock is difi&cult.

A successful salesman will make from $100 to $1,000 a week.

Contracts for Sales of Stock

Once a contract is signed with a reaUy capable stock-selling

concern the owner of the enterprise may sit back and await re-

sults. He must, of course, provide all required information but

beyond this the stock-selling concern usually does the rest, paying

expenses, preparing literature, and looking after every detail.

The usual contract with a stock-seUing concern prescribes:

1

.

Amount of stock to be sold.

2. Price and terms of sale.
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3. Amount to be paid stock-selling concern (usually a per-

centage on gross sales, but sometimes a fixed amount

for each share sold, and occasionally all the stock-selling

concern can get over a fixed price to be paid the owners

for each share sold).

4. Settlement dates and details.

5. Rate of sale, i.e., the minimum amounts that shall be sold

by specified dates.

6. By whom expenses of sale are to be borne.

7. That information and material shall be furnished by the

owners of the enterprise.

8. That no false representations shall be made.

Not all these provisions are found in every contract for sale of

stock. Many other provisions may be found necessary to meet

varying conditions. Sometimes it is provided that the selling

concern shall handle no other stock until the particular stock is

sold. Commonly it is provided that the managers of the enter-

prise shall sell none of its own stock during the contract period,

or that if they do sell any it shall be credited to the stock-selling

concern. Sometimes it is provided that the managers of the

enterprise shall meet the formalities and pay the expenses re-

quired by the blue sky laws of the various states in which the

stock is to be sold; in other cases the stock-selling concern assumes

this responsibility. Sometimes it is provided that in case of any

difference between the parties to the contract as to the meaning

of any provision, the matter shall be decided by arbitration.

Anyone entering into such a contract should be very sure that

he is adequately protected and that the contract as a whole is

"fool-proof," i.e., so clear that no difference of opinion can arise.

At the best it will usually be found that differences of construc-

tion arise, of more or less serious nature. "•

When a concern undertakes to sell stock it may do so as the

4 For the precautions to be observed when dealing with promoters, see Chapter XXII,
'Expert AssistTance—The Attorney."
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"financial agent" of the company issuing the stock, but the term

has been much abused, and it will usually stipulate that it shall

be authorized to sell in the name of the company. This in turn

necessitates the direct authorization of every selling agent by the

issuing company. It also usually requires a power of attorney to

the stock-selling concern to indorse and deposit to its credit checks

received by it in payment for stock, even though these checks are

in the name of the company issuing the stock, and to discount or

collect any notes that may be taken.

When such powers are given the stock-selling concern, it is

clear that the character of this concern should be of the highest.

Too much must unavoidably be left to its honesty, discretion, and

good faith to take chances. Certainly any stock-selling organiza-

tion that cannot show a clean, satisfactory, and easily read " bill

of health" had better be avoided.



CHAPTER XLV

NEWSPAPER AND MAGAZINE ADVERTISING

Present Conditions

The financing of an enterprise by means of a general advertis-

ing campaign involves magazine or newspaper advertising fol-

lowed up by means of prospectuses, letters, and other printed

matter. It may also include circularizing and is sometimes rein-

forced by the personal work of agents.

Hardly more than a decade ago, newspaper and magazine

advertising was the most important of all the methods of public

financing. At that time stock-seUing advertising, without much
regard to its character, was accepted by nearly all the leading

periodicals. Such abuses crept in, however, so many swindling

schemes were financed by this method, that stock-selling adver-

tising of the speculative enterprises has been excluded from all the

better general newspapers and magazines.

Where both the undertaking and the people connected with it

are obviously above reproach, such advertising will be received

by newspapers and some magazines. Also some few general news-

papers will still admit such advertising without investigating its

character too closely. Stock-selling advertising is, however, for

the most part now restricted to special publications. Thus the

advertising of speculative oil offerings is confined mainly to the

publications devoted to oil matters. Similarly the announcement

of mining stocks is largely confined to mining publications and to

the newspapers of lower grade. The use of newspaper and maga-

zine advertising as a means of selling the stock of a speculative

enterprise has been greatly circumscribed by these restrictions,

and the importance of the method has been correspondingly

lessened.

553
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General Requirements of an Advertising Campaign

The requirements for the underlying enterprise to be financed

by general advertising have already been indicated. It must per-

mit of large inducements to investors—in appearance at least

—

with attractive possibilities of profit. It must also be of a nature

to stand the strain of the rather expensive method of raising

money.

The advertising matter of the ordinary public presentation

made through periodical advertising must be "purchase-com-

pelling." The conservative institutions and the great industrial

propositions which are financed on occasion by periodical adver-

tising do not depend upon working up the enthusiasm of investors

to the point of subscription. Their managers merely make plain,

cold statements of the facts as they see them—or of such facts as

they choose to make known. The public then invests on the

strength of these statements and on the reputation and standing

of the parties who make them—sometimes to its sorrow.

The usual speculative enterprise presented by advertising

cannot, however, adopt this plan. The names of its promoters

are not often well enough known to be an element of strength.

Nor is the past history of the enterprise or its present condition

usually of such a nature as to be in itself an inducement. What
attracts the small investor is the low present price of stock—^when

the blue sky laws permit bargain prices—and the very great

possibility of future profit.

In presenting an enterprise by this method, the safety of the

enterprise and the honesty and abiUty of its management should,

of course, be emphasized to the utmost degree that the facts will

warrant, but this alone will not ordinarily carry the enterprise

very far. The small investor's great desideratum is fabulous

profits. In fraudulent schemes, such as the Ponzi foreign ex-

change swindle, the Franklin S3Tidicate of years gone by, and

others of the same ilk, everything else is subservient to this one

end.
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For the ordinary honest enterprise, however, due regard must
be paid to the proprieties of finandng. The facts as to the present

condition of the undertaking and the standing and ability of the

managment must—if stated at all—be stated exactly as they are.

also anyfacts as to profits, if stated, must be facts. Usually, how-

ever, when it comes to the question of profits, facts are unattain-

able for the simple reason that there are none, profits as yet being

entirely a matter of estimate. Then, as nothing short of develop-

ment can determine what these profits will really be, the promoter

may with legality state his beliefs and expectations—stated as

beliefs and expectations—as strongly as he sees fit.

It is not uncommon to hear the profit claims of such advertis-

ing denoimced as false and misleading. Some of these do un-

questionably go entirely too far, armouncing the beliefs and

expectations of the promoters as facts. This is not only unjustifi-

able but is likely to bring the promoter within the grasp of the

law. He may, however, as already stated, express his own con-

victions and beliefs, stated as such, as freely as he pleases, and the

promoter whose inner convictions wiU not stand the strain of the

most glowing presentation of hopes and beliefs that the occasion

can demand has either mistaken his calling or has stumbled on an

extraordinarily poor tmdertaking.

The Advertising Campaign

For the inexperienced promoter the whole matter of selUng

stock by advertising is one of much difficulty. Usually he does

not know to just what classes his enterprise will appeal, or in what

part of the country they are to be found, what publications will

reach them, and which, if any, of these publications will take his

advertising. He may, of course, determine all these matters by

correspondence and actual experiment, but this is a procedure in-

volving time, trouble, and much expense—something that may be

largely avoided by the employment of a rehable advertising

agency. All these details are within its province and in these
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agencies there are further possibilities of assistance that can be

utilized to great advantage.

Advertising agencies will, however, look only after the adver-

tising and closely related matters. If reliable parties can be found

who will undertake the management of the whole campaign—in

other words, the sale of stock—it will usually be wise to put the

matter into their hands. The scope of the manager's work and

his compensation vary with the conditions and the arrangement.

Usually he undertakes the whole campaign, receiving as his com-

pensation, either a percentage of the receipts, ranging from 20 to

50 per cent according to the conditions, or perhaps a fixed amoimt

for each share of stock sold.

Cost of Starting an Advertising Campaign

The cost of raising money by means of newspaper and maga-

zine advertising has already been discussed. * As to the amount of

money necessary to begin a campaign, the following statement

comparing the relative advantages of mail order methods and

general advertising for stock-selling purposes, is in point: "Un-

less you have at the start not less than ten to twenty thousand

dollars to spend in newspaper and magazine advertising and are

prepared to keep the advertisements constantly before the public,

you had just as well sink what money you do spend to the bottom

of the ocean as expect to get it back in stock sales. This fact has

been verified over and over again."

The emphasis of this statement is perhaps accounted for by

the fact that the company issuing it is advocating circularizing

as the one and only means of raising money. The minimum
amount mentioned is as high as is usually deemed necessary. If

an extended campaign were undertaken, $20,000 might be neces-

sary for its inauguration. Usually, however, half of this would be

deemed sufficient to begin and continue operations until the

movement is self-supporting—that is, to carry them to the point

' Chapter XLIII, "Public Presentation.'
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where receipts from stock sales are sufficient to pay the expenses

of the further advertising and general work of conducting the

campaign.

As a rule a liberal margin above the estimated cost of any

stock-selling advertising campaign should be allowed, particu-

larly if the parties in charge are inexperienced, as the expenditures

are then almost certain to be materially increased. Under any

circumstances an advertising campaign should be begim only

after a careful prehminary counting of the cost. A well-conducted

funeral is a cheerful proceeding compared with an advertising

campaign begun with insufficient funds.

Advertising Campaign Procedure

The general advertising of a public presentation is usually but

little more than the first step towards the sale of stock. If the

advertising is successful, some subscriptions will be received in

direct response, but these, though welcome, are incidental, the

main object of the advertising being to secure the names of people

who are interested or who may be interested in the enterprise.

Subsequent efforts
—"follow-ups"—are then required to increa.se

this interest to the point where it may be turned into stock sub-

scriptions.

It would, of course, be very advantageous if subscriptions

could be secured at a reasonable cost in direct response to adver-

tising in the public prints. The "follow-up" involves trouble,

expense, and delay, and if avoided the saving would be material.

To this end, stock advertising is occasionally framed along mail

order lines, the idea being to make the presentation so complete

or so satisfactory in itself that the reader, instead of sending for

circulars or further particulars, will at once forward his subscrip-

tion. Considerable success has attended some of these attempts

—^particularly in oil presentations. A fairly complete presenta-

tion, requiring large and costly advertising space, is, however,

usually necessary to produce such results.
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Inducements to Secure Names

A stock-selling advertisement intended to produce direct

results, and direct results only, is made complete in itself and

does not invite inquiries. If the advertisement is not intended to

be the "last word" but, as is usually the case, is only designed to

arouse interest, it includes a request to send for a prospectus or

other printed matter, or offers some special inducements for re-

sponses. A mining enterprise will perhaps offer to send samples

of ore to all applicants; a plantation company will give handsome

photographs of its property; an oil company may announce a

map of the particular oil region "sent free"; other advertisers

will include some publication of small cost but attractive title,

as "How Money Is Made," "The Road to Fortune," "The In-

vestor's Guide," or "The Gates of Gold," the whole object being

to attract attention and interest people to the point of sending in

their names.

It is doubtful whether inducements of a popular nature, such

as samples of ore or even photographs, are ever advantageous.

It is almost certain that at times they are distinctly the reverse.

Many people respond merely for the sake of securing the offered

inducements without the least interest in the underlying enter-

prise or in investments generally. In such cases the names are of

no more value than if they were copied at far less expense from

some public directory.

Booklets of the kind mentioned, which appeal directly to the

classes of people to be reached, are much better. Even though the

party responding writes merely to secure the booklet, it is a fair

presumption that he is interested in investments generally and

may by judicious treatment be interested in the particular stock

under consideration.

Handling " Prospects "

A name secured in response to advertising of the right kind,

is a far more valuable property than one obtained from a pur-
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chased list. It presumably represents a fresh, "unworked" in-

quurer—a prospective investor looking for an investment and

already mterested in the particular enterprise. The application

is therefore treated with consideration. The method of treat-

ment is the same as that employed in mail order work, which is

discussed in the next chapter, but as the names are choice and

bought at a price—names secured by advertising will usually cost

from 25 cents to $2 apiece according to conditions—they are

handled with greater care and more individuality.

Usually a facsimile or circular letter accompanied by a pro-

spectus is sent at once to the inquirer. An order blank and return

envelope are enclosed with these. Occasionally, in addition to

the material mentioned, a mass of other printed matter is in-

cluded. This, however, is apt to be prejudicial, as too much
material is unattractive and confusing, requiring study in order

to fit each piece in its proper place and preventing that easy as-

similation of the whole presentation which is desirable. The

addition of a map or report or special proposition is good only if

it strengthens or adds interest to the presentation.

As a rule, all material outside the letter should be incorporated

in the prospectus. Or, if not closely enough connected to appear

in the body of the prospectus, this other material may be boimd

up with it in the form of exhibits. ^ It is hardly necessary to add

that printing and paper should be at least good enough to be

attractive, that each piece of matter should be neatly folded, and

that the whole should present a clean, businesslike appearance

and be "confidence-inspiring."

The inclusion of an order blank and return envelope is almost

invariable and is advisable on the general principle that anything

is good which makes it easier for the recipient to send in his sub-

scription. The motto, "Do it now," is peculiarly apphcable here.

Nothing is so dangerous as delay when an investor's mind has

once reached the subscribing point. The mere fact that the party

' See Part XI, "The Prospectus and Other Presentation Papers."
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has no envelope at hand, or cannot find a sheet of letter paper, is

quite sufficient to defer a subscription, and a deferred subscription

usually means a lost subscription. The return envelope is some-

times stamped. The practice is of doubtful value unless in con-

nection with some special offering or opportunity. It is expensive

and is too obviously a smoothing of the way. *

Follow-Ups

If the prospectus and accompanying material sent out to an

inquirer produce no result, they are supplemented from time to

time by follow-up letters or other printed matter. These follow-

ups are usually sent out at intervals of a few weeks. Their sub-

ject matter affords unlimited room for skill, as results are directly

dependent upon the excellence of the material. Sometimes the

follow-up letter, when used, will be an actual personal letter, and

this is particularly desirable where any special reasons or local con-

ditions may thereby be brought to bear upon the particular inquir-

er. The follow-up letter is discussed further in the next chapter.

" Clinching " Devices

Various devices are used to foUow up and reinforce the printed

matter and increase the general effectiveness of an advertising

campaign. One very familiar plan is to fix a certain date for an

increase in the price of stock. In most such cases this is an arbi-

trary advance at an arbitrary date, though justified—^nominally at

least—^by the improved conditions of the enterprise, as when an

oil-drilling proposition approaches the oil-bearing sand, or by new
discoveries made, as a pay streak or a rich pocket in a mine, or by
the acquisition of a new lease or property, or the purchase of a

competing invention, or the closing of a profitable contract in an

industrial enterprise. Sometimes, however, they are held to be

justified by the mere fact that the enterprise has been widely

advertised, that money has been secured for the treasury, that a

3 See Chapter XLVI, " Mail Order Methods," for a further discussion of this subject.
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market has been created for its stock, and that, therefore, the

stock is worth more than before. Be all this as it may, it is an-

nomiced that the increase will be made and the prospective pur-

chasers are besought to enter the fold before their entrance is

made more difl&cult by the higher price.

At the appointed time the price is raised. As a rule purchasers

coming in within a very short time thereafter are slipped through

on the old basis—if they will not pay the advanced price. The
general sale goes on, however, at the higher level and the increased

price is pointed to as absolute and final proof of the solidity of the

enterprise and the profits accruing to its stockholders. After a

decent interval another raise is announced and the campaign

again swings round the same interesting and frequently effective

circle.

Another favorite device for the furtherance of stock sales is to

announce the approaching conclusion of the sale. "Last call

—

You'll have to hurry! This ad. may not appear again." "When
the stop watch clicks at 9 p.m. next Thursday, February loth,

you'll be too late to buy the Blue Stone units at $1, and must pay
' 2 for I ' if any are available." " This is absolutely our last offer of

these securities at this price. There will be no more for sale. You

will do well to take advantage of this final opportunity and order

all you can possibly take at our price of $7 per certificate." The

device is trite but still effective.



CHAPTER XLVI

MAIL ORDER METHODS

Nature of the Mail Order Appeal

Financing by means of a personal canvass or general advertis-

ing involves too great an expenditure and too elaborate a cam-

paign for an enterprise of moderate size. Mail order methods

may, however, be successfully employed to raise money for the

smaller speculative undertakings, usually in the form of a direct

appeal to selected parties by means of circular letters or other

printed matter. The only necessary expenditures are those

incident to the preparation and distribution of the printed

matter.

The method partakes much of the nature of a private presen-

tation. For the smaller financings it is far less expensive, is

quieter, more easily managed, and perhaps more dignified than is

the usual public presentation, and has many desirable features.

It is also used, with general advertising to support it, in the fi-

nancing of those sound and conservative enterprises which must of

necessity make a more or less public appeal, such as banks, surety

and trust companies, building associations, and other large and

semipublic undertakings. These, it is true, lack the popular fea-

tures usually requisite for the success of such a presentation, but

substitute for them a safety, a sohdity, and a well-known opera-

tion and management that appeal to the conservative investor

far more powerfully.

Mail order methods are also occasionally employed with some

success in financing the ordinary non-speculative industrial

enterprise. Such enterprises, however, lack the popular features

that appeal to the small investor, and especially the prospect of

abnormal profits, and have no effective substitute. They must

562



MAIL ORDER METHODS 563

therefore usually employ other means to secure the funds they

need, leaving mail order methods to the speculative undertaking.

Mail order methods are, however, frequently employed as an

adjunct of the other forms of public presentation. The follow-up

employed in the advertising campaign of the preceding chapter is

a direct application of mail order methods. They are also com-

monly employed in connection with the work of stock salesmen,

either to prepare the prospect for the visit of the canvasser, or to

follow up the prospect when a personal follow-up is impossible or

inexpedient.

When mail order methods are employed, the hard and fast

nature of the presentation must always be kept in mind. The

glowing statements of the stock salesmen—frequently verging on

or merging into misrepresentation—may be explained away, be

disclaimed, or even denied. The written statements of the circu-

lar letter, prospectus, or printed statement cannot be disposed of

so easily. They will not down, cannot be disclaimed or denied,

and are difficult to explain away. They are a continuing fact,

prove themselves, and cannot be "sidestepped." Accordingly,

while misrepresentation or loose statements should always be

guarded against in any method of raising money, they must be

absolutely avoided in mail order work. The fly-by-night swindler

is the only one who can risk such misrepresentation.

Possibilities of Mail Order Work

The possibilities of mail order work are large—quite as much

so as in any other form of public presentation. As stated in ear-

lier chapters, there is a very large class of people who have money

in small amounts, but for whom it is almost impossible to find

desirable investments. If they can be reached, and reached

properly, by a suitable mail order appeal, the response will be

satisfactory.

A recent writer says:^

' Ernest F. Gardner, "How to Finance a Business."



564 PUBLIC PRESENTATION OP AN ENTERPRISE

I know of one mid-continent oil proposition—which, by the way,

was successfully developed and is now paying substantial dividends

—

in which 1,200 investors purchased stock, totaling approximately

$250,000, or an average per investor of around $200. In the large

industrial and manufacturing propositions the average per sub-

scriber would likely be considerably more than this amount, but I do

not believe the best average of even these larger propositions financed

on the popular subscription plan among smaU stockholders would

show an average exceeding $500 per investor.

While the individual amounts of stock purchased by the small

investor are not large—and in many cases it will be found below

$200—the very large number of these small investors makes

possible the aggregation of almost any desired amount. It is

only a question of a good and attractive enterprise presented in

such a way as to secure these small subscriptions at a reasonable

cost.

The Small Investor

A classification of investors appearing in the prospectus of a

concern specializing in mail order work is interesting and to the

point. The investors are divided into three groups. The first

or conservative investor, the man who buys gUt-edged securities

only, is passed over lightly as unpromising material for circular

work. The third class, composed of those who dabble in " Wall

Street securities," is dismissed somewhat contemptuously under

the general characterization of gamblers "wedded to the Street."

The second class, composed of the great army of small investors

is more highly considered, and is treated of at some length as

follows:

Under this class is a vast army of small investors located all over

the country who have a burning desire for large profits and quick

returns upon a small investment. "An income for life on a small

investment" reads the advertisement. "$1,200 a year for life,'' or

"$ioo invested five years ago is now worth $5,000," reads another.
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These are the kinds of investments they are looking for. This class

of investors will buy anything that is offered to them if offered in the

right way. What the merits of your proposition are amounts to

little. It's what you say about it and how you say it that counts.

While this class of investors must necessarily be classed as the ''small

investor," it is wrong to think that their investments are limited to a

ten-doUar bill. We have found among mining and oil stockholders

lists the names of many men occupying prominent positions where

their investments ran into hundreds of doUars. The people compos-

ing this class of investors are usually found, however, among clerks,

mechanics, small store-keepers and professional men and women
having a desire to better their condition by investing the few hun-

dred dollars of their surplus funds where it wiU produce the largest and

quickest returns. If you had the name of every stockholder in every

mining, oil or cheap industrial company in this country, you would

find ninety per cent, of them to be investors of the above class. .

This class of investors areby far the easiest to interest through the

mails. They are the most susceptible to the "Direct Appeal,"

through weU written "Personal Letters." It is this army of small in-

vestors who are easily interested and will invest in the stock of

mining, oil and the cheaper industrial enterprises because they offer

the largest and quickest profits.

This is a very bald statement of the conditions, but in the

main is undoubtedly correct. It suggests very clearly why the

names of such investors are marketed under the semi-technical

term of "sucker lists." In regard to the ethics of its suggestions,

"the least said the soonest mended."

Advantages of Mail Order Methods

The small initial capital required and the small risk involved

are the great advantages of circularizing as a means of financing.

No great risks need be taken at any time. The first attempts in

all directions may be experimental. The first lot of circulars may

be few in number—though they must always be sufficient to give

a real test of the presentation—and the parties in charge can base

any further action on the results. If the returns are small or

inadequate, either the proposition is not suitable, the presenta-
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tion is not sufficiently attractive, or the names are not good. If

suspicion is directed to the presentation, a more attractive letter

or prospectus may be gotten up and mailed again either to the

same list or to other names. If the lists of names are of doubtful

quaUty, new lists may be tried, and this experimental method

—

this feehng of the way—may be continued with comparatively

small expenditure until the success or the failure of the method

for that particular enterprise has been demonstrated.

So also with the follow-up letters characteristic of mail order

work. These letters may be tried with a limited number of the

names already circularized. If the results are good the process

will naturally be continued. If the results are not good it may be

discontinued before serious loss has been incurred.

In any experimental work of this kind the effort must always

be on a sufficient scale really to prove success or failure. A few

circulars would be no test of a presentation. A few hundred

would not usually be considered a fair test, though this number

should in an ordinary presentation bring some small result and

perhaps show whether the right lines are being followed and

whether the effort can be profitably extended along these lines.

A few thousand circulars would be a more satisfactory test and

would usually be sufficient to establish the merits or defects of

any special features of the presentation.

Mail Order Procedure

The modus operandi of mail order work is simple. It is merely

selling by mail. A letter is usually the leading feature. This

letter—usually, but not always, a circular letter—^presents the

enterprise as strongly and as attractively as possible. It will

vary in length and detail according to the conditions—the shorter

the better, so long as the proposition is properly covered. Its

province is to attract or hold the attention of the reader and rouse

his interest to the point of subscription if possible, but certainly

to such a pitch that he will look further into the details of the
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enterprise. The letter will usually contain a resum^ or statement

of the specially attractive features connected with the particular

enterprise, include perhaps a few pertinent facts as to the standing

and ability of the parties in charge, explain the wonderful possi-

bilities of the proposition, and state clearly and convincingly just

why the reader should invest.

The letter may be replaced by a circular, a printed statement,

or a prospectus, or it may be accompanied by printed matter of

the kind. Whatever the material may be it is mailed or otherwise

delivered to such selected parties as are or may become interested

in the undertaking. As a rule when a communication of this

kind is received it will be examined with some minuteness, par-

ticularly if attractive in matter and manner. It is but rarely

that a business man throws a communication addressed to him

into his waste-basket without getting some idea of its contents.

There is, of course, always a possibility—or a probability—that

it may be "side-tracked" or destroyed by the office boy or some

zealous private secretary, but if it once gets to the individual

addressed, no matter how busy he may be, it will be at least

glanced at, and if it is not too long will be read in whole or in

part.

The letter—or whatever it may be that takes its place—^is then

the entering wedge and, as stated, its function is to present the

important features of the enterprise or the proposition with such

strength and attractiveness and personal appeal that the interest

of the reader will be aroused—so much so that either then or later

he will be interested in a fuller presentation, or take such further

action in the matter as may be desired by the promoters.

The first letter or prospectus—whatever the form of appeal

—

is supplemented and reinforced from time to time by follow-up

letters and material. The returns will range widely, from nothing

at all to most gratifying amounts, varying with the skill with

which the printed matter has been prepared, with the judgment

shown in the selection of names, and with the number of letters
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sent out. Unless the names are good, the printed matter ex-

cellent, the enterprise itself attractive, the number of letters

sufficient, and the follow-up adiequate, the returns are apt to be

distressingly small.

When securing lists of names it must be borne in mind that

those furnished by the addressing agencies and other similar

concerns are what might be termed "stock names"; that is,

names which are furnished or are accessible to anyone who will

pay the price. All of them have already been recipients of many
circular letters or prospectuses from enterprises seeking money

and for this reason are hard to interest.

The same thing is true in a lesser degree of names secured from

the reference books of the commercial agencies and from the

various public directories. Under such conditions any presenta-

tion to these names must, if it is to secure adequate results, be

more attractive in some way, either as to the enterprise, as to the

printed matter, or as to the proposition, than those which have

gone before. A presentation wiU, however, sometimes succeed

with such a Kst without any superior attraction, merely because

the offering is in some way timely.

The Circular Letter

The circular letter in large-scale mail order work is sometimes

a printed letter but more commonly a facsimile typewritten letter,

the name of the party addressed being inserted in a style similar

to that of the body of the letter, so as to convey the impression

that the letter is a personal and particular communication to the

party addressed.

When form letters are used every effort is made to give them

a personal tone. The body of the letter will be a faithful repro-

duction of a typewritten letter. The signature at the end wiU

either be actually written with pen and ink, or else be printed in

facsimile so as to produce the general effect of a real personal

signature.
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Nor does the personalization of the letter stop here. At times

in the preparation of such a letter the first and last paragraphs,

or perhaps some intermediate paragraph, will be omitted entirely

and be written in at the time the letter is used, some local name or

reference being introduced. A suitable blank will also be left

here and there in the body of the letter for the insertion of the

name of the individual addressed or for some reference to the

town or village in which he lives.

When such a letter is skilfully filled in, it may not perhaps

deceive the elect, but it sometimes has them puzzled.

These facsimile letters are usually sealed and sent under letter

postage partly to carry out the illusion, but also because the

sealed letter will usually escape the waste-basket tendencies of

office boys and mail clerks.

When the presentation is to a limited number, or the amounts

asked for are large, or when exceptionally good names have been

secured, the circular letter is replaced by actual personal letters

signed by the parties in charge of the presentation. If a number

of these letters are duplicates they will usually be written on an

automatic writer. The cost of these real letters is not excessive

if prepared under proper conditions, but they involve additional

trouble and are used only in special cases. It is probable that

they could be used more freely to advantage.

In the presentation of bond offerings and other offerings where

the safety of the investment combined with fair profits is the

selling appeal, the letter is very commonly printed and contains

a full statement of the offering. Speculative offerings less fre-

quently use the printed letter, but do so occasionally with sur-

prising results. The writer recalls one printed letter which with a

circulation of less than 15,000 brought in subscriptions amounting

to over $100,000. In most cases, however, the facsimile letter

will produce much better results than printed letters or circulars.

Personal letters will almost invariably do better than either the

printed or the facsimile letter.
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Follow-Up Letters'

Follow-up letters are merely letters sent out to the parties to

whom circular letters or other appeals have been sent but from

whom no response has been received. They are intended to rein-

force the first letter and, ifpossible, bring the recipients into the fold.

A failure to respond to the first appeal is not even a discourag-

ing sjonptom. A thousand reasons may account for the first

failure. The presentation may not have been sufl&ciently attrac-

tive; the terms may not have been quite right; other demands

may have diverted the immediate funds intended for investment;

the inquiry may have been made with a view to the future; the

matter may—as is often the case—have been postponed tempor-

arily; or the recipient, while favorably impressed, may not have

been interested to the point of investing.

In any of these or in the many other cases that arise, the fol-

low-up letter may produce results. Not knowing just what the

difl&culty is in each particular case, these letters can only strike at

it in a general way. The various letters should, however, take the

matter up from different standpoints and each letter if skilfully

prepared should meet the objections of and succeed in interesting

a certain number. A general "whoop-'em-up" letter will some-

times decide the hesitating. An offer of special terms of payment

may bring in a number more. An offer to reserve a certain num-

ber of shares before the price of these shares is raised may prove

attractive to others. At all times a letter announcing progress or

new facts of material importance is good. Sometimes a follow-up

letter will be sent inquiring directly why no response has been

received to preceding communications. Such a letter is some-

times excellent, but must be very tactful and courteous to pro-

duce good results. If otherwise, it is almost sure to be offensive

and is then much worse than no letter.

The number of follow-up letters sent will vary with the condi-

tions, with the enterprise, the results secured, and the ideas or

^ For forms of follow-up letters, see Chapter L, "Other Presentation Papers."
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practice of the particular concern. Sometimes an enterprise will

in a short time secure all the money it needs, and then follow-up

letters will naturally cease. Usually at least half a dozen such

letters will be sent at proper intervals—usually from ten days to

two weeks—before a name is dropped. In continuing enterprises

where successive stock offerings are made, or in the case of a con-

cern which finances successive enterprises, follow-up letters and

printed matter will sometimes be sent to an inquirer for years

before his name is dropped.

It is to be borne in mind that follow-up letters, if not prepared

with skill, or if too frequent, are apt to become irritating and

have exactly the reverse of the effect intended. The writer in one

case received no less than twelve follow-up letters in as many
weeks. The letters were not bad, but there was nothing of suffic-

ient importance to Justify so many of them. The first effect was

irritation, changing later to amusement. Neither effect was good.

When, however, the follow-up letter is not too long, is well pre-

pared, is of interest, not too frequent, and, above all, is good-

natured or businesslike in its tone, the campaign can be carried to

surprising lengths with excellent results. As to this, a writer of

mail order literature says: "On the average investment proposi-

tion a follow-up of at least ten to fifteen letters should be used.

I have known of cases where as many as fifty separate' follow-up

mailings were used very successfully on investment propositions."

The follow-up need not, of course, always be a letter. Some

variety is helpful, and a printed report of progress, or a statement

of earnings, or a newspaper clipping relating to the enterprise, or

anything else that indicates life and possibility on the part of the

enterprise and its management may be on occasion substituted

for the letter with excellent effect.

Subscription Helps

As a matter of course when stock subscriptions are solicited

by mail, replies are faciUtated in every reasonable way. It would
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be heart-breaking to bring a prospect to the point of subscribing

and then lose him because he did not have paper or envelopes at

hand. And yet this very thing has happened times without num-

ber. To prevent such a catastrophe, as suggested in the preceding

chapter, an order blank and a return addressed envelope are

almost invariably enclosed with the appeal and with each follow-

up letter. A further refinement, open to question, is the prepay-

ment of postage on replies by stamping the return addressed

envelopes. The following discussion of the matter is in point and

the principle is not affected by the fact that it centers round gen-

eral mail order selling and stamped return post-cards. The first

quotation is the statement of a pubhshing house selling by mail

as to the effect of the stamped return post-card xmder the con-

ditions which obtain at home.

'

People in the home do not generally have stamps handy, espec-

ially one-cent stamps; and while their interest may be aroused by the

advertising it is apt to lapse in the interval between filling out the

card and mailing. The increased result which we get is largely be-

cause of the greater convenience to the prospect. We don't feel that

the cost of the stamp is any consideration, because anyone who
would become interested in ovtr proposition, which sells for $65, would

hardly hesitate at the expenditiure of a penny to learn about it.

As to office conditions the following quotation is clear and

correct I""

Looking at it from the other side, the advertising manager of a

house selling waterproofing wrapping paper says: "We have occa-

sionally experimented with stamped return post cards but have not

found that they increase returns noticeably. The business man is

accustomed to sending out daily large quantities of mail. If he be-

comes interested in our proposition he simply passes the card to his

stenographer while dictating his correspondence or tosses it into his

' outgoing' mail basket to be handled by clerks. The stamp does not,

therefore, add anything to his convenience, and certainly the penny

postage is no added inducement to him to make inquiry of us."

3 Printers* Ink, December i6, 1920. 4 Ibid.
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As a matter of fact, many business men feel it a nuisance to re-

ceive stamped post cards. Their business sense will not permit them

to throw the stamp into the waste basket, their conscience will not

allow them to appropriate it for their own use. It is a common ex-

perience, therefore, where stamps are afl&xed, to receive many of the

cards with the words "Not interested" or something of the sort

written on them.

Mailing Lists

One of the most important requisites of successful mail order

work is well-selected names. Every poor name represents a dis-

tinct loss of money, time, and effort. In a very small presentation

the list might merely include names personally known to the

promoter. Ordinarily, however, circularizing is conducted on a

much larger scale. A very restricted presentation will send some

himdreds of circular letters and the usual modest presentation of

the kind would send out as many thousands. From this the

niunber runs up into the millions of circulars sent out in financing

the larger undertakings.

The names used for these mailings are secured from various

sources. When the enterprise appeals to a particular group the

classified business directories are sometimes utilized; when the

standing of the parties is of importance, the reference books of

the commercial agencies. Frequently special lists are compiled

from telephone, general, and trade directories. Some special

enterprises appealing to particular classes, as bankers, lawyers,

doctors, etc., will find directories covering the entire coimtry pre-

pared ready for their use. Government publications supply de-

sirable lists for some purposes.

In this connection the following quotation is of interest i^

There are almost unlimited sources of mailing lists—some good,

many bad—classified lists of endless variety may be obtained from

a score of large list dealers who will sell you anything from a list of bar-

5 R. p. Ropes, of the Larkin Company, addressing the Direct Mail Advertising Associ-

ation, as reported in Printers' Ink, November 4, 1930.
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bers to a list of nrnlti-millionaires. There are many concerns who
specialize on one particular class of names, such as automobile owners,

farmers, school teachers or brides, actual or to be, and so on.

Then there are addressing houses who not only supply the names,

but who will also address your envelopes and, if you wish, enclose

your literature and make the mailing for you. Some of these various

classes of dealers will refund outgoing and return postage on returned

mail from their lists over and above a given per cent.

There are brokers who buy and sell or rent original letters which

are answers to the advertisements of estabUshed mail-order adver-

tisers (take note, however, that Larkin Co. and, I beUeve, most of the

larger houses do not sell their letters nor names). Then there are

many smaller dealers who sell all sorts of local lists and last, but not

the least, so far as their number is concerned, are the individuals who
compile names from the tax or voting hsts in town and county clerks'

offices, or who have a small Ust of local names of one sort or an-

other. . . .

Then we occasionally receive offers of very good lists from some

large advertiser who will sell a special list he has prepared or pur-

chased after he has used it himself. For instance, a few years ago we
bought from one of the largest infants' food manufacturers 50,000

names of mothers having young babies—and a very good Ust it was.

The cost of names from these different sources varies from $1 to

$100 per thousand, the latter figure, of course, being very exceptional.

For ordinary purposes names may be obtained for from $3 to $10 per

thousand, to which must be added your own cost of letter-writing,

postage, labor and overhead in getting the names. Our purchased

names cost us about $4 per thousand on the average, plus about $3
per thousand for our own office expense.

Resume

In conclusion it may be said that while there is much merit in

circularizing as a method of financing enterprises, and while large

amounts have been and may be raised in this way, its expenses are

very considerable, and business skill, experience, and ability are

requisite to success. Literature—and literature of good quality

—

must be provided, good names must be secured, the printed

material must be properly prepared for mailing, and large postage
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bills must be paid. Further, much correspondence is usually in-

volved and the incidental expenses, unless carefully watched, are

apt to mount up rapidly.

Also, should the presentation be poor, failure is inevitable.

Or should the list of names secured be unsuitable, or worn out

before it comes into the hands of the party circularizing, the

results will be meager even if the enterprise and printed matter

are of the best. Sometimes, also, when every condition seems

favorable, an effort wUl fail in a way that cannot be explained.

The circulars go out but nothing happens.

Before the method is adopted in any case it would be prudent

for the interested parties to investigate with some fullness just

what is being done in this line by others. As the circularizing

method is of the "still-hunt" variety, it may sometimes be diffi-

cult to secure good examples of the materials sent out. In such

case the material used by those advertising for names or offering

to send prospectuses may be suggestive. Such material is, as a

rule, equally suitable for small-scale circular work, and very ex-

cellent samples are not difficult to secure . A careful study of these

specimens will give a clearer knowledge of what is to be done and

the best way of doing it than almost anything else short of actual

experience.
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CHAPTER XLVII

THE PROSPECTUS—WORKING DETAILS

Presentation Papers

In any public financing the use of documents is almost invari-

able. Even when stock is sold by personal effort, the work of the

stock salesmen is supplemented by memos, special notices, state-

ments, and perhaps by follow-ups. In the smaller private presen-

tations the use of papers is not so essential. A pencil and scratch

pad, or the verbal statements of the promoter, coupled Tvith a

demonstration of the more material features of the imdertaking,

may be sufficient to produce the desired financial results.

In the great majority of fiotiancings, however, papers of some

kind are employed. They may be used merely to introduce the

matter, or to reinforce and substantiate a verbal statement, or to

follow up a personal presentation; or theymay do the entire work.

At some stage of the presentation they are reasonably certain to

be required.

The Prospectus

The prospectus is usually the central documentary feature of a

presentation, around which the others revolve. It is a general

statement of the undertaking to be financed, carried as far and to

such detail as the particular presentation may require. The place

of the prospectus may be taken by personal or circular letters, or

by special statements, or by the verbal presentation, but it is

obvious that in some form the material that ordinarily forms

the subject matter of the prospectus must be present in every

financing.

A good prospectus is an invaluable aid in financing an enter-

prise. A poor prospectus is worse than none. A strong presenta-

579
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tion with a weak prospectus is practically an impossibility. On
the other hand a strong and artistic prospectus is a better covering

than even the mantle of charity for the minor sins of presentation.

Preparation of Prospectus

It goes almost without saying that the prospectus should be

neat and well arranged from a mechanical standpoint. It is true

that the main and only end of the prospectus—as of the other pre-

sentation details—is to excite interest and draw money into the

enterprise, and that everything else—literary elegance, arrange-

ment, appearance, style, and even grammar and expression—are

subservient to this one end. That is, without regard to anything

else, that prospectus is best—^within the limits of legitimate state-

ment—that produces results.

In practice, however, it will generally be foimd that the

strongest, the neatest, and best arranged prospectus, both as to

matter and mechanical make-up, is the one that does produce the

best results. A slovenly, sketchy, ill-arranged prospectus, such

as is too often presented, with important facts omitted or badly

stated and unimportant facts emphasized, weak in appearance

and even weaker in matter, is an abomination quite sufl&cient in

itself to condemn the most meritorious enterprise.

Prospectus Writers

If the parties presenting the enterprise are imable to prepare

an effective prospectus, they should by all means secure com-

petent assistance. There are in all the larger cities men who make

a business of preparing prospectuses and other commercial litera-

ture. Also almost any advertising agency of standing has in its

employ copy-writers who are good at such work. Most of these

writers are able to turn out excellent work and are reasonable in

their charges.

These expert writers are somewhat intolerant of amateur

work. As stated somewhat pessimistically by one of them:
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1

"About 999 prospectuses of every thousand are never read and

the money paid for getting them out does no more good than if

itwere put in the stove and burned." Or, as stated more construc-

tively by another writer of prospectuses, "Remember it costs no

more to print and circulate well-written literature with the highest

pulling power than the punk stuff that is flooding the mails every

day. Why not have the best? Why waste 50 to 90 per cent of

your effort? " Or, as stated by another, the prospectus, "must be

right, and it must be all right, or you will be a heavy loser. If it

succeeds, you make thousands of dollars; if it fails, you lose at

least hundreds. Since it is so important, what wiser thing could

you do than employ an expert to write it?
"

As explained by one of these writers, the average business

man cannot write his ovm. literature, if he wishes it to be adequate

and convincing. There are several reasons for this. The first

and most weighty is that effective writing requires a special apti-

tude and training, and in these days of high pressure the ordinary

business man is doing well if he is successful ia one business—^in

his own particular business—without being also a successful

writer. "The pressure of the age is forcing men into specializa-

tion, and the professional writer has evolved to meet the demand

of the hour."

Another reason assigned is that the average business man is

too close to his own work. He lacks fluidity of spirit; that is, he

is inflexible in his habits of thought, unimaginative in his mental

operations, and he also lacks the perspective to write or talk well

about his own products. He knows his goods so well that he can't

understand the outsider's viewpoint—what this outsider reaUy

wants to know about the goods. He could write a technical de-

scription of them that would be letter-perfect, "but technicahties

do not sell goods."

"It isn't what you know about your goods that will sell them,

but the amount of human interest that you can put into your talk

about them and that's all there is to it."
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The force of the statement that the business man or promoter

is "too close to his own work" to do it Justice in a general presen-

tation, is not infrequently curiously exemplified by the work these

same prospectus and advertising writers do for themselves. It

but seldom attains the excellence that usually characterizes the

copy prepared by these same men for others; it is apt to be stiff,

pedantic, and unconvincing. As stated somewhat ponderously

by one of them, "It is with no sense of false modesty that I hesi-

tate and feel my way carefully when I undertake a piece of pub-

licity matter which is intended to tell the world something about

my personal advertising service. This hesitancy is most amply

justified because I know all too well the flaws of the close-ups in

advertising, and how diflScuIt it is for any man to do his own
proposition justice in the writing of advertising copy."

Cost of Prospectus-Writing

The cost of its writing varies greatly with the character and

length of the prospectus, the standing and reputation of the

writer, and the matter to be included. A good short prospectus of

three or four pages would hardly be secured from one of these

professional writers for less than $50; from this price it will range

up to $500 or more as the importance of the enterprise and the

amount of work to be done increases.

The following rate card for the preparation of prospectuses

and advertising copy is reasonable as to terms and gives a more

definite idea of the cost of such service:

RATE CARD

For the preparation of complete copy, including layouts in one or

more colors, on general merchandising or mail order propositions,

these rates are now effective:

Form Letters—One or two pages—^flat rate, each, $25. (More

than two pages, $15 per page.)

One-Page Circular—Complete copy and layout—any size up to

8>^by II inches, I30.
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Four-Page Combination Letter-Folder—Letterhead outline and
form letter copy for first page and complete sales talk and descriptive

matter with one color to three color display layout for three remaia-

ing pages—each page standard letterhead size, 8}4 by 11 inches

—

same size and makeup as this letter-folder (one of the most popular

and most productive forms of direct-by-mail advertising for any
line of business)—complete service for fioo.

Booklets—Four to forty-eight pages—including all copy and

dxmimy in one or more colors:

Page size ^yi by 6 inches $ 7.00 per page

Page size 4 by 9 inches 12.50 per page

Page size S by 7 inches 12.50 per page

Page size 6 by 9 inches 15.00 per page

Page size y}4 by 10 inches 20.00 per page

Page size 8^ by 11 inches 25.00 per page

Cover sketch suggestions without charge for booklets of 8 pages or

more.

Folders and "Broadsides"—Four pages to eight pages, including

layout in one or more colors—^page size:

8)4 by II inches $25.00 per page

8^2 by 15 inches 3S-oo per page

12 by 18 inches 50.00 per page

17 by 21 inches 60.00 per page

i7>^ by 24 inches 7S-oo per page

Newspaper Copy—General publicity or retail

—

Full Page $100.00

Half Page 60.00

Quarter Page 40.00

2 columns by 7 inches or less 20.00

In most cases it is possible to tell about how long any particu-

lar prospectus should be, and to fix the price for its preparation

before the work is undertaken. Wherever possible this should be

done. Otherwise, with perfect good faith and proper charges on

the part of the writer, the cost of the prospectus may, at times,

prove unexpectedly high—even to the point of embarrassment

when funds are limited.
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Sometimes, however, it is impossible to tell in advance just

what the length and difficulty of a prospectus will be, and then

the matter must either be left to the honor of the writer—which

is usually safe within limits—or a lump sum must be agreed upon,

or a price be fixed which is not to be exceeded.

What the Prospectus-Writer Does

As alluringly stated by one of these writers: "I will write a

prospectus that will compel and hold attention; that will present

all the strong points of your enterprise in the most favorable light

—clearly, truthfully, and with a fascinating interest—a prospec-

tus that will not only convince the reader of the genuine merit of

your proposition, but will spur him to take advantage of the

attractive opportunity you offer him, by investing in your stock

at once."

If in the hands of a competent man, the prospectus when pre-

pared will be clean and attractive in appearance, interesting and
effective as to manner and material, and written with a special

view to the party or parties to be approached. In addition to the

actual writing of the prospectus, the men who do this work will

usually suggest the other documents and materials necessary for

an effective presentation, help plan the campaign, and give such

other information and advice in the premises as may be necessary.

This incidental help is frequently worth more than the price paid

for the prospectus.

The Printed Prospectus

In a private presentation it is rarely necessary or even advis-

able to print the prospectus. To do so would, generally speaking,

be extravagant and ostentatious and take away entirely that air of

freshness—that pleasing suggestiveness of a "ground-floor" basis

—that should characterize and add to the attractiveness of the

offered enterprise. For the same reason it is rarely advisable to

reproduce the prospectus by multigraph, mimeograph, or other
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copying device. The ordinary business man is seldom deceived

by any such reproduction, and when a prospectus so duplicated

is received, it at once suggests to him that the offering is being

made widely, or, as it is styled in promoting circles, is being

"hawked"—a proceeding that at once relegates the enterprise to

the lowest circles of financedom.

It is true that in some large matters of private presentation,

and particularly where the presentation is being made by men of

means, the prospectus is printed to advantage. Here it is known

that the importance of the matter and the financial ability of the

men behind it justify the expense. It does not then convey any

impression of extravagance or of "hawking." It is also true that

occasionally in the smaller enterprise the printed prospectus may
be used with good effect.

When the prospectus is to be printed, the professional writer

will, if desired, take charge of the whole matter, or in any case

will suggest the style, the design, the paper to be used, and the

best material for the cover if it is to be bound, and will also cor-

rect proof and generally supervise and look after the matter until

the prospectus is complete. Generally his advice is good. If,

however, he is to undertake the printing, it is well—if he is a

stranger to the parties for whom he is acting—to check up on his

figures by getting estimates on the work from reliable printers.

A variance between the figures when such estimates are ob-

tained, even though material, is not necessarily an indication of

bad faith on the part of the prospectus-writer or a proof of exces-

sive charges." It may be that his printers are capable of producing

better and more effective work, and therefore properly charge a

higher price. Or, either the low or high estimate may well be

simply a printer's mistake, or the result of different modes of

estimating. Such divergences are not uncommon in practice and

before a high figure is rejected or a low one is accepted, the re-

sponsibility and artistic abiUties of the parties making the esti-

mates should be investigated. Good work cannot usually be
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had cheap and the best of prospectuses may be spoiled in the

printing.

The cost of printing a prospectus will vary greatly. A single-

sheet prospectus of some small undertaking close at hand, and

therefore not requiring a full exposition, may cost but a few dol-

lars. On the other hand thousands of dollars are sometimes ex-

pended on the handsome prospectus of a large flotation.

Style of Printed Prospectus

The general style of the printed prospectus should be neat and

pleasing. The very ornate prospectuses occasionally gotten out

in green and gold and other striking color combinations, with

plate paper, costly illustrations, and a general disregard of ex-

pense, are not to be commended, imless required by the nature of

the enterprise and the character of the people to whom they are

to be presented. They savor of extravagance and suggest gold

bricks.

On the other hand a prospectus on inferior paper, poorly

printed, or poorly arranged, is even worse. It cannot be attrac-

tive and therefore fails in the first essential. Almost invariably

it will be foxmd to fail in other important respects. Further, if

those in charge of the enterprise cannot get up a clean-cut, at-

tractive, and businessKke prospectus—^both as to matter and

manner—^it is a direct and fair conclusion that their administra-

tion of the enterprise will be equally lacking. Such a prospectus

therefore not only fails to attract investors, but actually repels

them.

The Typewritten Prospectus

It is, as stated, but seldom that the prospectus of a private

presentation should be printed. Usually it wiU be typewritten

and should be neat and attractive in style. Side or center subject

headings, wide spacing between paragraphs, good margins, and
any other devices that tend to make the prospectus clearer or
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more easily read are good. Red ink, capitalizing, and under-

scoring are helpful if not carried to excess, but if otherwise are

worse than useless.

Paper of legal cap size is usually preferred for prospectus pur-

poses when the document is to be typewritten. This may have

the red marginal ruling characteristic of the paper used for legal

documents, if desired, though plain paper is more generally used.

Paper of letter size, 8}4 X 1 1 inches, is frequently employed for

the purpose and, properly worked up, makes a very neat pros-

pectus. A prospectus on a smaller sheet would ordinarily produce

an xmfavorable effect.

Whatever the kind of paper used, it should be of good quality.

A thin paper may be desirable at times, but its quality should be

first class. Carbon copies are entirely adequate for "ofl&ce

copies," and may, perhaps, be utilized for smaller or imimportant

men, but first copies only should be given to those whose money,

influence, or co-operation is specially desired.

When the typewritten prospectus consists of more than one

sheet, it should be bound. If paper of legal cap size is used the

ordinary legal binding is very suitable, i.e., a sheet of cover paper
—^usually blue or brown—at the back, brought up at top, a strip

folded over, and then aU fastened with paper fasteners, staples,

or cord so that the prospectus opens or "hinges" at the top.

When the prospectus is written on paper of letter size, it may
either be bound in the same way as the legal cap paper, or be

bound at the side. If bound at the side—and sometimes when
bound at the top—the cover paper is cut large enough to fold over

and completely protect both front and back of the prospectus,

the general effect of a side binding of this nature being that of the

binding of an ordinary book or manuscript.

Illustrations in Prospectus

A good prospectus need not necessarily be an expensive pro-

spectus. It should, however, be tasteful, well arranged, and of
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live and attractive appearance. Good side or center headings for

subjects set off the prospectus, prevent a too solid appearance,

and are an assistance to the reader in grasping the logical con-

nection. Illustrations, if they can be brought in to assist the text,

are good and add materially to the presentation. If, however,

the illustrations have no direct bearing on the subject, as is fre-

quently the case, they are at best of doubtful utihty and in some

cases are actually detrimental, distracting attention from the

main issue and weakening the prospectus.

A cut showing the beautiful scenery of the surroimding coun-

try would be irrelevant in a mining prospectus, though it might

be entirely admissible in the prospectus of a hotel proposition.

An illustration of the ancient method of curing rubber would be

a doubtful addition to the prospectus of a rubber plantation,

though pictures showing the modem processes actually used, or

to be used in collecting, curing, and shipping the material, might

be brought in to advantage. In a mining prospectus a diagram of

the workings of the mine or an illustration of an existing plant, or

a cut showing timber reserves or water rights belonging to the

property, would be relevant, and if impressive or attractive, or

supplementary to the text, would be distinctly helpful.

Sometimes irrelevant cuts are used for the mere purpose of

breaking up and lightening a too solid text, but if appropriate

illustrations cannot be secured, this is better accomplished by
subject headings, paragraphing, and other similar means that

will not in themselves distract attention.

Charts and Graphs in the Prospectus

Charts and graphs are much used in the business, and espec-

ially the financial Hterature of the day and may be employed to

advantage in the prospectus. They must, however, be employed
with discretion. Properly introduced they add clearness and
attractiveness and give an impression of up-to-date efladency.

The average business man does not, however, comprehend charts
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readily and they should only be introduced in the prospectus when
they are clearly in point and, even more important, easily read.

An unintelligible chart may sometimes look impressive, but in the

majority of cases the reaction it creates will be distinctly un-

favorable.

Arrangement of Prospectus

For the sake of clearness and ease of reading, the text of the

prospectus should not be too much broken up by the inclusion of

extracts, papers, or related matters. If copies of leases, option

contracts, expert reports, and similar matters are to be presented

in close connection, these should as a rule come after the prospec-

tus proper in the form of exhibits, reference perhaps being made

to them in the text. They will then form part of the general

prospectus and will be boimd up with it, but will not break and

weaken its argument.

This does not, of course, apply where an extract, a statement,

or a document is so clearly in line with the general context of the

prospectus that it continues and strengthens the argument, but

only where it would break the connection and interfere with the

general arrangement and appearance. Frequently, when such

closely related matters are brought into the text of the prospec-

tus, they are printed in smaller type and the whole matter is so

arranged that these inclusions may be easily distinguished and be

skipped by the reader if he desires, without losing the continuity

of the presentation.
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THE PROSPECTUS—SUBJECT MATTER

Presentation Requirements

As intimated in an early chapter, in the financing of an enter-

prise difficult questions arise as to the statements that may or

must be made and, even more difficult, the statements that may
not be made, and this is true whether the presentation be public

or private, written or verbal. Theoretically, with a good enter-

prise, a plain, honest statement of facts and conditions, free from

color or prejudice of any kind, and coupled with a reasonable offer,

ought to get the needed money. Occasionally it will, and particu-

larly when the parties connected with the enterprise are of high

standing and known business ability, or where the enterprise it-

self is attractive and its merits already well known. In ninety

cases out of a hundred it will not.

As stated by a man of long experience in pubHcity work:'

There is an unsuspected difficulty, too, in preparing advertising

matter that will not seem tame and valueless besides the more

glowing announcements that appear daily in the public prints. . . .

It seems to be universally admitted among those who have had most

experience, that in the announcements that are issued the advertiser

must put it strong. "You are starting out on a long-up-hiU jour-

ney," said a man to me whose life had been spent in kindred lines, and

"you must write your advertisements to catch damned fools—not

college professors"; then, after a moment, he added, "and you'U

catch just as many coUege professors as you will of any other sort."

These somewhat roughly expressed ideas must not be taken

too literally, but the imderljang truth will be recognized by any

promoter experienced in public presentations. A calm, direct,

' Rowell, "Forty Years an Advertising Agent.'

590



THE PROSPECTUS—SUBJECT MATTER 59

1

and accurate statement of facts does not attract. A more allur-

ing presentation is absolutely essential. Usually this requires

advertisements and printed matter of a high degree of excellence

—^not always as to literary merit, but certainly as to attractive-

ness and general effectiveness. Very occasionally the desired end

seems to be attained by the rule of contraries as when a poorly

worded, badly printed, and generally low-grade advertisement or

prospectus succeeds from the mere fact of its crudity. Apparently

the roughness of the prospectus is taken as an evidence of the

simple honesty and sincerity of the people behind the enterprise.

This frame of mind cannot, however, be relied upon, and the

advertising matter, if it is to sell stock, must usually be the most

attractive and persuasive that can be devised.

The whole matter of presentation is one of salesmanship and

the matter-of-fact presentation, for a speculative undertaking,

lacks appeal. Capital is timid and must be reassured. The merits

of the enterprise must be emphasized, the risks minimized, and

the various possibilities painted in with no uncertain hand. If

this is not done capital usually betakes itself off to some other

enterprise—one perhaps not so good, but more attractive in its

presentation.

Representations and Misrepresentations

But this presentation, while it is expected to be favorable and

will naturally be enthusiastic, must be kept within proper limits.

Intentional misrepresentations or material concealments are, of

course, entirely outside the present discussion^ but without any

wrongful intent good points may be so emphasized as to verge on

false representation, and weak points and deficiencies may be so

minimized as practically to result in concealment. The line of

demarcation is sometimes difi&cult to draw and there is occasion-

ally a decided difference of opinion as to the exact point at which

legitimate statement merges into misrepresentation.

However, there is a wide range of open country to be traveled
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before this debatable land is reached, and just how much further

his journey may properly extend is for the promoter himself to

decide. He is certainly justified in emphasizing the good points

of his enterprise and in setting them o£f to the best advantage.

He is not required to bring its weaker points into the hmelight.

He is also justified in showing just why these weak points are not

seriously injurious—if they are not—or how they may be avoided

or overcome. He is on safe groimd just so long as his statements

are honest; so long as his omissions are not material or likely to

mislead; so long as his facts are real facts—stated favorably, per-

haps, but fairly, and not so ingeniously perverted or distorted as

to lead to false conclusions.

If, however, the hopes or expectations of the owner are stated

—as is not infrequently the case—in such a way as to give the

impression that they are accomplished facts; if things intended

to be done are stated as if they were already done; if serious de-

fects or absolute deficiencies are suppressed, avoided, or improp-

erly explained away; if existing conditions are presented in such

a way as almost unavoidably to lead the prospective investor to

false conclusions, the boimds have been passed, and a moral, and
sometimes a legal, hability is incurred. More than one able pro-

moter has spent much time in jail because of just such wUful

misstatements.

Also it should be borne in mind by the promoter that his rep-

resentations are always remembered, may come up later to his

embarrassment and injury, and, finally, that with a good enter-

prise they are unnecessary. The height of artistic presentation

is to take the facts just as they are, and without suppression,

material evasion, or subterfuge of any kind, state them so clearly

and strongly and in such connection with the possibihties and the

beliefs of the promoter—stated as possibihties and beliefs—as to

carry conviction to the investing mind—not only that the enter-

prise is a good one in itself but that it is, as well, in the hands of

honest and capable managers.
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Prospectus Omissions

It has been said that in preparing a prospectus it is not so

difficult to decide what to bring in as what to leave out. There

are unfavorable conditions in every enterprise. Must these be

set forth in the prospectus? Much judgment and discretion is

required to answer this question rightly. So much of the facts

must always be given as is necessary to a fair estimation of the

enterprise, but, as stated, it is not to be expected that the weaker

points will be stressed or that every unfavorable condition will be

presented in detail. The "show-down" must be an honest one,

but it is not to be expected that the owner will unduly depreciate

his enterprise. The public has been trained by long and costly

experience to expect that the favorable points of an enterprise

will be emphasized to the utmost, and that unfavorable points

will either be omitted entirely or be touched upon as lightly as the

law and the conscience of the presenter will permit. If, then, a

contrary policy is carried too far, a distinctly false impression

may be given by the very effort to be fair.

Style of Prospectus as to Subject Matter

The general style of the prospectus will vary with the method

of its employment. It may be used as the principal, or perhaps

the only means of arousing interest in an enterprise; it may serve

as a forerunner of a personal interview; or it may merely follow

and reinforce a personal presentation. In the first two cases the

prospectus must be prepared on the basis of attractiveness. It

should be tasteful and even striking in appearance, and interesting

as to its subject matter. It must be arranged so that not only he

who runs may read, but so that the "runner"—or otherwise the

busy man—will want to read and will avail himself of the first

opportunity to do so.

If, however, the prospectus is merely employed to follow up a

personal presentation, the parties to whom it is given are sup-

posedly already interested. There is no longer the necessity,
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which existed in the first-mentioned cases, for making the pro-

spectus striking and attractive in itself. Its aim is then to give

the most convincing and clearest possible statement of the whole

matter, or of its more important points. The name of the com-

pany or the undertaking will supply the title for the prospectus,

which will plimge directly into the subject matter of the presenta-

tion. Striking originality as to make-up and expression is not

only unnecessary, but even irritating, making the essential facts

more difficult to unearth. The prospectus should, therefore,

imder such circumstances be as clear and direct as it can be

made.

Beginning the Prospectus—Official Names

In former years the prospectus of an incorporated enterprise

was almost invariably headed with the organization data of the

company, including the names of its officers and directors. At
the present time the tendency is to relegate this very desirable

information to a less conspicuous position, on the ground that it

is of no importance to the reader until he knows something about

the enterprise—that the prospectus is better begun with some
attractive matter that will seize and hold attention from the

start.

This general idea of bringing the more interesting matter

first is excellent. On the side of the names it must, however, be
remembered that when a name is weighty, or has been purchased
with a great price, it will hardly be hidden in small type and a

remote comer of the prospectus. Also, not infrequently and with
entire propriety, the names of those connected with an enterprise

constitute the strongest feature of its presentation—the feature

of most importance to those to be interested. In any such case

the names caimot be given too great prominence and they will

naturally appear at the head of the prospectus. Also when the

prospectus is to be employed with parties who are already inter-

ested, a prominent position for the names is usually desirable.
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As a rule, however, and particularly in prospectuses of a pub-

lic presentation, the general principle that the docuinent should

be opened by matter of more material interest than organization

data and ofl&cial names, is entirely correct. In the case of a

printed prospectus the whole difficulty is sometimes ingeniously

evaded by printing the name of the company, capitalization,

names of officers and directors, etc., on the inner cover page.

There its position is almost as conspicuous as if placed at the

head of the prospectus proper. It does not, however, interfere

in any way with the strongest opening matter that can be devised.

If the reader is interested in these names and other organiza-

tion data, they are at hand. If not, they do not distract his at-

tention and he can plunge at once into the subject matter of the

presentation.

Prospectus Openings

When the prospectus is the main feature of the presentation,

the title and opening statements must be sufficiently striking and

attractive to catch and hold the attention of the reader. The

title should arouse interest or curiosity and lead naturally into the

text of the prospectus. The opening statement may be: (i) some

fact or condition of the enterprise itself, (2) some related fact or

condition leading directly into the subject matter of the enter-

prise, or (3) some unrelated fact or condition brought in "to

point a moral and adorn a tale" and leading up more or less

indirectly to the true subject matter of the presentation. The

nature of the opening in any particular case will be decided by

the character of the offering, the clientele to which the pro-

spectus is to appeal, and the taste of the writer.

The Direct Opening

Thus the following opening takes up at once—after the impos-

ing list of names on its organization committee—the discussion of

the enterprise in which stock is to be sold.
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Prospectus

Foreign Trade Financing Corporation

Committee on Organization

Proposal to Organize. It is proposed to organize under the pro-

visions of the Edge Act (Section 2Sa of the Federal Reserve Act), the

Foreign Trade Financing Corporation, with a fully subscribed capital

of $100,000,000, and surplus of $5,000,000, for the purpose of assisting

in the maintenance and further development of the foreign trade of

the United States. The Corporation's charter is to be for twenty

years, with the privilege of renewal, subject to the approval of the

Federal Reserve Board.

Or similarly, though more enthusiastically and urgently, the

following oil announcement, with local color freely employed,

plunges at once into its subject.

Breckenridge on Fere with Excitement

New gushers are brought in daEy—new fortunes are being

created. Ten thousand barrel weUs are not uncommon. Brecken-

ridge is the greatest oil pool in Texas. It is a veritable El Dorado

for investors.

Here, where the roar of giant gushers overshadows all else, life

moves swiftly and the opportunity of today is gone tomorrow. Syn-

dicates to drill wells in this wonder pool are organized one day and

sold out on the streets within the week. The units in these syndicates

go up to 2 or 3 for i even before the well is completed.

The Related Opening

In the following opening of a coal prospectus a closely related

fact merges into the actual presentation.

The Royal Road

Accordmg to the officials of the Bureau of Mines there is enough

coal in the United States and Alaska to keep the home fires burning

for several hundred years, but—and this is a "but" to be reckoned

with—the vast majority of this is "Ugnite," a very poor grade of

steam coal, and 90% of this is lignite in our Western States.
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Or again, a prospectus offering stock in a hotel company and

appealing to the moneyed classes begins as follows, the introduc-

tory paragraph leading directly into a brief statement of the

enterprise.

American men and women of today are everywhere realizing the

importance of devoting more time to rest and relaxation if they are

to meet successfully the intensive demands of business and social life.

Nowhere is this trend more unmistakable than in Florida, visited each

season by ever increasing numbers.

In Pensacola, one of the oldest towns in the State, we propose to

erect a i,ooo room hotel, etc.

The Unrelated Opening

The following is an example of an unrelated fact used as an

opening for an oil offering. Some five pages of narrative are re-

quired to get roimd to the "underljdng" enterprise.

FnTY-FiVE Years Ois and Fixed For Life

At twenty-five, I expected to be a rich man at fifty; when thirty-

five came I had reducedmy expectations somewhat, but at forty-five,

aU I had left was the hope that I would be stiU able to make a hving

at the half-century mark. . . .

On a trip to Detroit a year ago, I met my boyhood friend, Dick

Nelson, etc.

Or again, an unrelated opening but one leading almost at once

to the offering:

Your Futxjre

What does it offer? A happy, contented old age—a comfortable

}jome—reUef from household drudgery for your wife—a college educa-

tion for your children—are you Sure of all those things which go to

make life really worth while.

If not, why not? Is it because you are not following that funda-

mental rule of success, that "Wages will make one a living, but only

inteUigent investments will make him rich?" As E. H. Harriman,

miUionaire railroad builder, once said, "One good investment is

worth a lifetune's work."
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Now, where will your investment reap the largest returns? In

the . .

Subject Matter of Prospectus

The subject matter of the prospectus should be clear, direct,

and logically connected. So far as possible the material should be

interesting, but the end to be attained is a strong presentation of

the material facts of that particular imdertaking, and irrelevant

matter should not be brought in merely for the sake of interest.

As explained by a writer of prospectuses, " Select from your enter-

prise a fact of general interest; begin by presenting that fact in

the most entertaining manner possible; and build a readable

story upon it."

The function of the prospectus is to give a clear view of the

purposes, the scope, and the particular advantages of the special

enterprise, and to do this it must—rniless some of these are

covered elsewhere or in other ways—touch with more or less ful-

ness on all the important details. This should, of course, be done

skilfully, so that the reader will not only get a clear imderstanding

of the why and wherefore, but get it from such a favorable stand-

point and with such attractiveness that he will be interested both

in the enterprise and in its promoters— if possible, to the point

of joining them. All through the prospectus this one vital point

must be kept in mind—that its sole end and aim is to interest the

reader in the enterprise and get him to invest his money.

When a presentation is private, fuller and more detailed in-

formation is usually required than in the case of a public presenta-

tion. This private effort may be merely preliminary to a pubKc
presentation, or it may be the final presentation, sufficient money
for the full development and operation of the enterprise being

obtained without public appeal. In either case the conditions are

different from those of the public appeal and, as stated, call for

fuller information. The parties entering the enterprise under
such conditions come in on a much more intimate basis than does
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the general investor, perhaps suppl3dng capital largely, probably

participating in the management, possibly taking it over entirely,

and in any event joining the enterprise more as associates of those

already concerned than as mere investors in its stock. They are

supposed to come in "on the gromid floor"—a supposition fre-

quently at variance with the facts^and to assist in the upbuild-

ing of the tuidertaking, and they are entitled to know and will

usually demand every important detail affecting the enterprise.

On the other hand the prospectus, whether the presentation be

public or private, should not be too full. Detail, if carried too

far, is obscuring and wearying. The prospectus should go far

enough to give a clear and attractive conception of the enterprise,

but this once accompUshed it is worse than useless to go further.

An English Point of View

The great defect in most prospectuses used in public presenta-

tions is, from the standpoint of the more intelligent investor, an

evasion of the facts which must be known before the safety and

desirability of the proposed investment may be determined. In

the better class of public presentations aU these facts are gone into

fully, but in the reckless financing so frequently attempted by

public offerings they are usually either evaded, or so presented

as to give a false impression, or omitted entirely.

The following suggestions as to' what should be found in a

prospectus are taken from the London Economist:^

1. See that a clear statement of net earnings is given for a number

of years, including, in the case of an old concern, results for at least

three pre-war years.

2. See that a clear statement is given of liabilities and assets, with

an independent valuation in the case of acquisition of property or of

an existing business.

3. See that the purchase price is clearly stated, with information

as to the sum payable for goodwill and the proportion in which ven-

dors are taking their payment in cash or shares.

' December 13, 1919.
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4. See that the capital is not top-heavy—^i.e., that it is not unrea-

sonably over-weighted with preference and other prior issues.

Not until a prospectus has passed this preliminary examination

should the cautious investor begin to consider the attraction of the

offer.

Some of the information required by these specifications would

be impossible in the case of a newly organized speculative enter-

prise. It shows, however, what is desired by the conservative

investor.

Prospectus Details

In the prospectus of any legitimate presentation the company
capitalization and its connected details should be given; any

property owned by the company be described; and in the case of

a new company the way in which this property was acquired, the

manner in which it is held, and the consideration for its transfer

to the company, should be clearly set forth. The name and per-

sonal standing of each member of the management, at least of

those actually in charge, should also be given, and the financial

condition and needs of the enterprise should be explained. In

short, all the facts that a good business man would wish to know
before investing should be set out clearly and without evasion.

In an earlier chapter ^ is given a list of the vital points of an

enterprise, considered from the standpoint of the investor.

These, as will be observed, cover the field quite broadly, and in-

clude in a general way all the important details that should be

introduced into the prospectus and be brought out by the general

presentation. They can be used to advantage in assembling the

information that should appear in the prospectus.

The Prospectus Ending

Too many prospectuses, comet-like, are clean-cut, bright, and
effective at the beginning, but "tail out" into nebulous nothing-

3 Chapter X, "Investigation of an Incorporated Enterprise—The Investor's Questions."
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ness at the end. Just how the prospectus should end will depend

upon the purpose of this ending. If it is merely a general presen-

tation of the matter with the direct selling effort in an accompany-

ing letter, or made perhaps by a salesman, a strong and effective

summing up or conclusion of the statements of the prospectus is all

that is required. If, however, the prospectus in itself is to sell,

then as in any other case of salesmanship, it should end with the

most convincing arguments and the strongest appeal possible.

The sale must be clinched while the prospect is still " under the

spell."

This is one of the most diG&cult features of any presentation,

and particularly of the public presentation in which the influ-

ence of the salesman must be exerted at long range and through

the medium of cold type. To excite an interest is not hard.

With a good proposition well presented this interest may, without

much difficulty, be worked up to the point of a desire to purchase.

To transform this desire into an actual sale—to bring the matter

to the point of a closed transaction—is very difficult.

A good example of a "high-pressure" ending that undoubtedly

produced this result in many cases is that of the Breckenridge

oil prospectus or announcement, the beginning paragraphs of

which were quoted earUer in the chapter:

Money Back in Thirty Days it Desired

Things move fast here in Breckenridge ! Opportunities open one

day are gone the next. The units of the Henry Morgan Syndicate are

in heavy demand, because the home people have faith in the field and

in Mr. Morgan. Now, while you have the chance associate yourself

with one or more of the Morgan Syndicates. Act quick ! Do not fail

to secure an interest in one of the wells which is now being drilled

down to the gusher sand at Breckenridge. Forward your order

today for at least one of these Morgan Syndicate units! Do it now!

If, when you receive your certificate of interest, you are not satisfied

with your investment, your money wiU be returned to you any

time within the next thirty days and No Questions Asked. This is

a fair, square proposition—a real opportunity, but you wIU have to
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act quick if you want to come in with us. The investors who get in

now will reap the benefit; the ones who stay out can get nothing. This

is your chance

—

Grab It! Pin your check to the order blank below and

forward to us at once.

The ending of the hotel prospectus, also quoted from earlier

in the chapter, is calmer and more dignified, but, for its purpose,

probably quite as effective.

Why You Should Subscribe

You will thereby become a part owner and participate in the most

originally conceived, comprehensive and beautiful resort hotel and

colony proposition in the United States, entitled to a preference in

procuring accommodations, to receive a discount on your expendi-

tures for food and lodging, and your proportionate share of dividends.

It is our plan to attract as patrons, through subscriptions to the

stock of the Seminole Hotel Company, the best known and most

desirable men and women in the United States. It cannot but prove

of advantage to be associated with the men and women who will be its

patrons.

It is a well-known fact that present hotel facilities are imiversally

inadequate, and large profits are being made in hotel investments.

The hotels in Florida are filled each season to capacity, and reserva-

tions at the most popular hotels are almost impossible to obtain unless

made months in advance.

The Seminole Hotel, owing to its great number of original featiures,

its location, its historic associations, and its patrons will become, we
believe, without a doubt, the most popvilar hotel on the Atlantic

Coast. As an investment, it would be difiScult to find one which wiU
jdeldsuch large returns in satisfaction, comfort, and actual cash income.

A letter accompanying the costly prospectus, with its heavy

paper, numerous cuts, beautiful typography, and embossed cover,

supplies the final direct appeal, "A subscription card is enclosed.

Will you sign and mail it today? "

Selling Helps

To produce the desired result—a closed sale—^not only must
the prospectus contain a strong, effective, and well-finished pre-
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sentation, but facilities must also be provided for prorapt execu-

tion of the reader's resolve. Otherwise the whole impression may
be dissipated and lost. To this end, if the financing is private, the

party presenting the prospectus will probably close the matter in

person. If the presentation is pubUc, order blanks, return en-

velopes, and full instructions for remittance will probably be en-

closed with the prospectus. In any case nothing should be

omitted that will make actual subscription easier. This phase of

the subject is discussed in fuller detail elsewhere. ''

I Chapters XLV, "Newspaper and Magazine Advertising," and XLVI, "Mail Order
Methods.*!



CHAPTER XLIX

THE PROSPECTUS—FORMS

The Speculative Prospectus

In the space available in the present volume any adequate

presentation of the various styles and forms of prospectuses is

obviously impossible. All that has been attempted is to include

a few typical or noteworthy examples and, for the most part,

those of speculative enterprises. The conservative, established

imdertaking, with officials of known standing and ability appeal-

ing for funds to enlarge its operations, requires but little of the

human-interest appeal. A clear, strong, convincing statement of

fact is usually all that is needed to produce the desired results.

With the speculative enterprise, however, the highest art of the

salesman must be brought into play if the investor is to be con-

vinced that the flock of birds in the bush is better than the dollar

in his pocket.

A War-Time Appeal

The following appeal for funds would be strong at any time.

In the atmosphere of the Great War it was irresistible. The
mingling of mercenary and moral motives is skilful and effective.

Fourth Liberty Loan

The White House

Washmgton

Again the Government comes to the people of the country with the request

that they lend their money, and lend it upon a more liberal scale than ever

before, in order that the Great War for the rights of America and the liberation

of the world may be prosecuted with ever increasing vigor to a victorious

conclusion. And it makes the appeal with the greatest confidence because it

knows that every day it is becoming clearer and clearer to thinking men

604
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throughout the nation that the winning of the war is an essential investment.

The money that is held back now will be of little use or value if the war is not

won and the selfish masters of Germany are permitted to dictate what Ameri-

cans may and may not do. Men in America, besides, have from the first

until now dedicated both their Uves and thek fortunes to the vindication and

maintenance of the great principles and objects for which our Government was

set up. They will not faU now to show the world for what their wealth was

intended.

WooDROW Wilson

An Appeal Based on Personal Qualifications

The following prospectus or announcement is quite as remark-

able for what it omits as for what it contains. It appeared in the

form of a newspaper advertisement and is in itself the complete

statement of the enterprise—an option on an oil lease—and the

offer. Its appeal—and its appeal is a strong one—^is based en-

tirely on the personality, the attainments, and the standing of the

advertiser. It would almost certainly carry because the adver-

tiser succeeds in inspiring confidence, first in himself and, based

on this, confidence in the enterprise xmdertaken by him and in

the attractive fairness of his offer. It makes but little difference

to the strength of the appeal that the lease is vaguely located

"somewhere in Texas," that the amount of land held is not men-

tioned, that the price to be paid, and the terms of the lease are not

stated. If the man is all right, the proposition must also be all

right, and the amount involved is small, so "why worry?"

The name and address of the advertiser are changed, but

otherwise the announcement is reproduced verbatim and almost

in its entirety.

Have You Got $10 and a Little Nerve?

I am not a promoter. My business is Petroleum Technology and Engineer-

ing, and it is through this work that I found what I am ofiering you in the way

of an investment. There are no promotion fees.

I recently made a trip of inspection to a shallow oil field in Texas to report

on a property for some other parties. After making a very careful survey as
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to the geological and oil possibilities, inspecting the drilling wells and their

logs and those that are producing by pump test, I was so favorably impressed

that I bought an option on a lease in the heart of the field. I posted $i,ooo

as a forfeit on this option, but have since made additional payments which

guarantee the lease to us and wiU make final payment in the next few days.

I picked a very fine property and I AM Willing to Stake My Reputation

AS AN Engineer That the First Well I Drill WillBe a Producer.

I have formed a Syndicate, with a capital of $8,500 and am now offering

undivided interests in Units of $10 each, leaving my option money ia the

Syndicate asmy interest. I am investingmy ownmoney to backmy judgment

the same as you or any one else.

Right here and now I want to get this firmly fixed in your mind. Until I

make money for you and all other unit holders, I cannot make it for myself.

My prosperity depends on making a success for you. In organizing a Syndicate

of this kind I have in mind the common good of all, and no one or a favored

few shall enjoy anything in which all may not participate. . . .

I have secured a driUing contract, casing is on the groimd and I wiU start

drilling very soon. I have used every possible precaution in selecting a lease

and believe our chances of getting oil are much better than missing it.

No promotion fees—conservatism—^proven lease. Consider this carefully.

It is worthy of your confidence, and IfYou Have Ten Dollars and a Little
Nerve, twenty, fifty, a hundred, send to me, then watch the results. My
reference is the Central State National Bank of this city. Act quick, I am
almost sold out and I reserve the right to return all over-subscriptions.

H. T. Brown

Petroleum and Civil Engineer

486 Harvard Bldg. St. Louis, Mo.

An Argumentative Appeal

The following prospectus-letter—quoted in part—is in the

nature of a follow-up, as fairly full data of the property and offer-

ing had already been sent the prospective investor. The offering

is a coal company stock. The company had previously been oper-

ating on a small scale and the purpose of the present appeal is for

funds to enlarge the scale of operation. Although in a standard

line of business, the offering is a semispeculative one, because the

ability of the men in charge of the property upon whom its sue-



THE PROSPECTUS—FORMS 607

cess depends are known mainly from the promoter's statements,

because the profits of operation on a larger scale have yet to be
proved, and finally because the property and its conditions are at

a distance from the prospective investors and must, for the most
part, be accepted on the strength of the promoter's character

and standing—which it may be said in this case are good. It

may also be said that the property was fully financed as a result

of the promoter's efforts and is now, apparently, in profitable

operation. It is an excellent example of the good-humored, argu-

mentative, almost paternal style of presentation. Names are

changed in the quoted matter.

The Did Stand-by—Coal

The entire world is just waking up to the fact that unless the unexpected

turns up, oil supplies of the world will be exhausted within a generation. . . .

As the oil supphes are limited, or perhaps I should say as the world now
realizes that oil cannot last forever, there is a gradual revival of interest in

coal and many large factories that contemplated an early change in fuel

—

from coal to oil—have changed their minds and are now preparing to use coal

for all time.

As a straight, out-and-out investment there is nothing in my estimation

that can touch a well located coal property provided the company enjoys

honest and efficient management and as this class of investment must become
exceedingly popular as time goes on, I believe now is a good time to say a few

words on this important subject. While we have coal enough to last many,
many decades to come, the greater part of our suppUes—possibly ninety per

cent—^is located in our Western States and this means that in years to come
transportation wUl play an important role in determining the selUng price of

coal.

For the next onehundred years or more, however, we can secure enough coal

in the East to keep the home fires burning and stiU leave a few pounds for

export, so while the dim, far-off future looks gloomy it won't be our children

or our children's children that wiU suffer—so why worry now?

Instead of worrying my advice is to pick out a few good coal investments

that simply must from force of circumstances increase in value as time goes on.

The great difiference between an investment in coal and one in oil or mining

is that in coal the engineers can tell almost to the ton what a property wiU

produce, whereas in oil no one can say when the last barrel may show up.
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Oil is and always wiU be more or less a speailation, whereas coal under

certain conditions is a straight out-and-out investment. You will note I say

"under certain conditions," and let me tell you I mean exactly what I say.

You can't go out and buy any old stock labeled coal and expect it to pay you

and your grandchildren dividends, but you can find small coal companies here

and there where the purchase of stock is about as safe as anything possibly

can be. . . .

The Howard Coal Co. looks to me like one of those certainties that I

mentioned and if you have any money for permanent investment I don't be-

lieve you can afford to overlook this unusual investment offering.

In the first place the Howard Coal Co. owns a large portion of its property

outright and the balance is held on such favorable lease terms that it is almost

the same as ownership.

In the second place the company is so conservatively capitalized that even

under unfavorable production conditions it can more than pay its dividend

obligations, while with modem machinery the production can be so rapidly

increased that handsome dividends look assured.

In the third place there is a definite provision made for a sinking fund of

25 cents on every ton of coal produced, and as this sinking fund is obhgatory it

stands to reason that the preferred stock will be paid ofi under even the most

ordinary favorable conditions.

Fourth, the company has experts in charge—experts that know every

angle of the coal business and after all is said management counts in coal just

as it does in everything else.

Fifth, the price of coal is advancing all the time and the consensus of opin-

ion among business men is that coal will continue to advance for many years

to come. This company produces a high grade steam coal and the price of this

coal has advanced in the past sis months from $2.90 to over $5.00 at the mine.

The big thing, however, that should appeal to my clients is the 25 cents per

ton sinking fund that accumulates to pay off the preferred stock. This means

that for every $100 invested you receive not only the 8% dividend on the pre-

ferred but also an additional 5% premium when retired and after the preferred

is all retired you still have ten shares of common for every $100 invested,

which should bring you in a handsome income for many years.

The present price of the 8% preferred stock is $10 per share (par value)

but with each and every share of preferred pmrchased there is a free bonus of

one share ofcommon stock and when the preferred is retired this common stock

wiU be entitled to all earnings. Engineers estimate the earnings at $150,000 a

year over and above operating expenses, depreciation, taxes, etc., and as this

would provide for the sinking fund as well as the full dividends on the preferred
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and yet leave 27% for the common it should appeal to every man or woman
with money for investment.

In conclusion I wish to say that this offer of stock is made subject to prior

sale. This is necessary as there were only 16,000 shares of this stock to be sold

and from the way orders are coming in every day I am safe in predicting an

over-subscription very shortly.

If you contemplate buying some Howard Coal stock take my advice and

send in your order at once.

A Human-Interest Appeal

For a colloquial, human-interest presentation the following

could hardly be surpassed. It is fairly saturated with good-

humored confidence and oleaginous success. It appeared in the

early fall of 1920 as a newspaper spread, four-columns wide, set

off in the center by a picture of " Our Look-in No. i, Flowing 500

Barrels Naturally Without a Shot and Without Gas." The pre-

sentation is "self-contained," being intended to secure direct

orders for stock. No further literature is supphed and an order

blank follows the annoimcement. Names are changed.

Good Fortune Smiles on Texas-Lou

We Are Picking Peaches Oef the Good Luck Tree

You Can Get Yours Now but You'll Have to Hurry!

We feel good.

Just can't help it. So would you if you had an oil well—a real one—and

were just in the way of getting two others. That'd make anybody feel good.

Our stockholders feel good too. They have been paid a nice fat, juicy

dividend of 7 per cent. They feel pretty certain they are going to receive other

nice, fat, juicy dividends from time to time.

Success is the finest thing in the world.

You go out and spend a dickens of a lot of money drilling an oil well.

Sometimes you think maybe you've lost the hole. Then it begins to look as

though there wasn't going to be enough money to finish the job. Things are

blue—there ain't no sun shining.

Then your well comes in—a rip-snorting good one. Ain't it a grand and

glorious feeling. You can say "I've succeeded" and point to your flowing oil

well there as tangible evidence of the fact.



6io prospectus; presentation papers

We have succeeded. This oil company is a success. It is going to be a

much greater success. It's a long story so let's be going.

A Funny Idea

Henry R. Adams, an oil man with wide experience in the Texas and Okla-

homa field conceived the original idea of promoting an oil company to make

money for stockholders. Not aU oil companies have done that, you know, but

Adams is one of these guys who believes he can do something nobody else is

doing much.

Well, he looked around all over the state and finally decided that in

Stephens County, Texas, he had the best chance to make money for the people

who would buy stock in his company.

Then he stepped out and got some of the most reliable business men he

could find in the state of Texas and put 'em on his board of directors. Not as

"dimuny" directors, but as working directors.

Then Adams' tinlimited nerve carried Viim a step further. He had all the

officers of his company bonded to insure absolute safety to the stockholder.

Can you imagine a man doing that? The very idea of protecting the stock-

holders ! But Adams did and now they are protected

—

^Absolutely !

Started in April

And so in April, this year, the new company was bom. It was named the

Texas-Lou Oil Corporation. Before it was out of its swaddling clothes the first

well was begun. This was the Look-in No. i well adjoining the townsite of

Breckenridge, Stephens County, " Gusherland."

'

It just seemed Uke Lady Luck was with Adams from the word go. That
hole went down into Mother Earth like a scared darky getting away from a

raided crap game.

That Grand Feelin'

Saturday, August 24, we were all sitting arovmd here in the office. It was
an awful hot day and nobody had much pep. The boss—^Mr. Adams—^was

out of town, out in the field. We were expecting word from him almost any
time but hardly expected the well to come in much before the first of the week.

And then we got the word!

There are three things that will cause a Uttle lump to come up into your
throat that nothing else will. One of these is when you are married. The other

is when the nurse tiptoes in and says the wife is doing fine and that it's a boy.
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And the other is when they tell you you've got an oil well. We don't mind

telling you we felt mighty darn good that afternoon.

Well, this well was a daisy—a wonder. It came in flowiag 500 barrels nat-

ural, without a shot having been put ofi. No gas pressure either. Just so

blame much oil that she squeezed right out and into our tanks.

And would you believe it, that well never has been shot! It will be some-

time, maybe, if the dam thing ever goes to dropping oflE, but so far it hasn't

needed any prodding to make it shoot out the oil—wonderful oil.

Declared Dividend

Well, a few days after this well came in we had a meeting of our directors.

They decided to declare a 2 per cent monthly dividend and a special dividend of

5 per cent to August sth stockholders, so we did it, making a dividend totaling

7 per cent issued Just A Few Weeks After Our First Well Came in !

Can you blame us for feeling good? Can you blame our stockholders for

feeling good? Not so you'd notice it!

We consider that so far as progress is concerned we've made it. But this

isn't a drop in the bucket hardly to what we are going to do—have already

started.

We are just like an automobile—^we gotta have oil and more oil all the time

to get along. So we are starting two other wells.

Two More Wells

Where?

Well, we figured like this: Stephens County [here follows description of

new locations].

We Mean Shoot

Can you beat that for a place to locate an oil well? You couldn't buy

acreage in that place for |io,ooo an acre to save your life. Of course it didn't

cost us that much but then we got in early and we have just been sitting here,

holding down the lid, until a lot of these wells came in and we were almost

Certain to get a well. That has all been done and we are now ready to shoot

and beUeve us, brother, we are going to shoot!

Selling Stock Fast

We have sure sold a lot of stock in Texas-Lou this summer. "You can't

sell oil stock this summer," the wise birds told us. They meant you couldn't



6l2 PROSPECTUS; PRESENTATION PAPERS

sell bad oil stock. Good oil stock is just as much in demand as sugar or bread

or meat or anything else that you need in your business; At least that's the

way we've found it.

But the money we get from that lovely, black, nasty oil that surges out of

the mouth of our Look-in No. i well goes to pay dividends. We don't expect

to use any of that money to help sink the other wells and so we are now offering

S,ooo shares of our stock at par, $io. Imagine seUing dividend paying stock

like this at par! But that's all right. This stock will go higher and do it of its

own accord. All we have to do is drill weUs and get oil and prices won't bother

us a bit.

We're not going to offer this stock very much longer. As a matter of fact

there isn't going to be any of it to offer—^its all gonna be gone. But there is a

little left. It's a good buy. It draws good dividends now and should draw

dividends for a long time as our wells will not fall ofi in production since the

first one is flowing naturally. Old oil men, wise ones, who look before they

leap, have bought big blocks of this stock. When you see an oil man buying

stock you'll do well to trail along in his wake because these old timers are hep

to all that's going on.

It's Your Play

Well, this has been a funny sort of advertisement, hasn't it?

We have not made any attempt to be humorous. We have just got so much
of that ain't-it-a-fine-day feeling in our systems that we have to let off steam

in this way or bust.

We are very serious about asking you to invest your money with this com-

pany. It is a sacred trust when you go to handling investments. The other

man's money can't be thrown away like you can your own. You've got to be

up on your toes all the time and watching your step.

Our hearts are in this thing. We feel that we just Can't lose. We've got

as nearly a sure thing as it's possible to have in the oil business. We arewilling
to share it—^with you—for a short time.

Remember, we aren't going to stand here and hold the gate open always.

Win you be one of those to cuss your luck and yoiu: hesitancy when the

dividends go out or wiU you be getting them?

We check. It's up to you.

An Elaborate and Artistic Presentation

The prospectus material which follows was used some years

ago in an elaborate and daring campaign for the sale of stock in
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several Canadian silver mining companies. The prospectus was

issued in three parts, each an artistic little pamphlet of from 20

to 30 pages. Each pamphlet was accompanied by an introduc-

tory letter—one of which is reproduced in the next chapter—and

these pamphlets were sent, one after another at short intervals,

to selected names. The first pamphlet, entitled "The Secret of

Solomon," was devoted to an exposition and laudation of the

adventurous spirit which characterized the great characters of

world history—the spirit of daring which led them into stupen-

dous and wildly speculative undertakings—which made them

gamblers. It closed with the quotation:

He either fears his fate too much,

Or his desert is small,

Who fears to put it to the touch,

To win or lose it all!

The second pamphlet was devoted to an economic discussion

of the methods of acquiring wealth and the really beneficial

character of the trust—the term being used as another name for

organized effort. The third pamphlet works up to the discovery

of silver in Canada. It is not until the last pages of the last

pamphlet are reached that the "African in the wood-pile" is

clearly disclosed. Even then no offer is made, letters as artistic

and effective as the prospectus pamphlets coming after to clinch

the sale.

The written material of this campaign was prepared by a

writer of national reputation, the presentation was artistic and

effective, and the campaign—from the standpoint of stock sales

—

was tmusually successful, ruiming it is said well into the millions

of dollars.

Paving the Way

The material quoted below is taken from the beginning of the

first pamphlet.
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The Secret of Solomon

How Wise Solomon Was

Of all sons of men, King Solomon was wisest; my audience has heard that

before; but I have a reason for reminding them of it now.

In his Book of Proverbs is abvuidant proof of the fact,—of all human books

it is the most sagacious and conservative, and the sanest. None before or since

has known men and the world as Solomon knew them, their frailties and follies.

Spreading far and wide, the fame of Solomon reached Bakris, Queen of

Sheba, herself wise, wealthy and beautiful. But she had doubts concerning the

wisdom of Solomon, and, in order to determine the matter, she journeyed from

Southern Arabia to Jenisalem, canying with her a selection of the most difi&-

cult riddles in the world, wherewith to test his sagacity.

The Queen was most hospitably received by the Great King, who solved aU

her riddles without so much as clearing his throat to gain time. Whereupon
she made him handsome presents, and the confession, no less handsome, that

she foimd him yet wiser than had been reported. . . .

But do not let this distract your minds from the wisdom of Solomon. A
man merely learned may nevertheless be a fool; but a wise man, never. Nor
was Solomon's wisdom in danger of degenerating into the dogmatism of senil-

ity; for he came to the throne in his 'teens, and reigned forty years,—^which is

one more nail in the coffin of Dr. Osier's reputation.

Moreover, Solomon built the Temple, the most wonderful and most costly

building in the world.

How Wealthy He Was

Where did Solomon get the money to buUd the Temple?
That brings us to his second claim to distinction.

Not only was he the wisest, he was also the richest man in the world. . . .

Where Dm He Get It?

So far it has been plain sailing. But now we come to the third point; the

answer to which will repay consideration.

Where did he get it?

Did he make it in the Wall Street of Jerusalem? No: m those days there

were no stocks or stock-markets.

For a like reason, he was President of no banking or insurance companies.

Nor did he, lilce our Morses, Edisons, Marconis and Bells, patent an invention.
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Neither did he comer wheat, or exploit a steel or any other trust.

And—though credited with occult powers,—he did not, after the fashion of

Mediaeval alchemists, make gold from baser metals.

Where, then, did he get it? Is the mystery as impenetrable as that which

veils the source of the wealth of some of our political contemporaries?

Not at all; there is no mystery about the matter.

All historians agree that Solomon got his gold from the Mines of Ophir.

The Geographical Problem

But where were, or are, the Mines of Ophir?

They are like the Garden of Eden in that respect; nobody really knows.

In Arabia, say some; others, on the further side of India; and my friend,

Mr. Rider Haggard, in his fascinating Romance of "King Solomon's Mines,"

places them in Darkest Africa.

One thing, however, we do know about the site of Ophir, and that is, that it

took King Solomon's ships three years to get there.

Three years—think of it! . . .

A mine three years away. Nowadays, you might as well tell your prospec-

tive investor that your mine was in the Moon. . .

Now, suppose a promoter (the most eloquent one aUve) got in touch with

the most reckless of all possible investors, and suggested to him the develop-

ment of a mine three years away.

He would be voted to a padded cell by popular acclamation.

But are you able to conceive of an investor agreeing to such a proposition?

You don't have to conceive of it, for none such exists.

Not today,—nevertheless, one did exist three thousand years ago.

Was he a fool, or a maniac?

Not exactly. He was universally acknowledged to be the wisest of man-

kind.

And his name was—Solomon.

The Revelation

In the third pamphlet the light begins to dawn, and at the

point our quotation again takes up the narrative its denouement

is in sight. As stated by the writer, "We have not been journey-

ing all this way with no more substantial purpose than an hour's

amusement and the illustration of a handful of abstract truths."
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An Inspiration and a Report

More than thirty years ago, the Government at Toronto had an inspiration.

Real Estate in abundance up in Northern Ontario; but it wasn't working.

Farmers shook their heads at it; house-agents turned their backs on it.

So the Government, being inspired, said,

—

"Suppose there were gold in it!"

In the 1870's, the name of the Government Engineer was Nevins.

Pursuant to instructions received, Nevins "ran a line" from the Lakes to

Hudson's Bay.

Two long years was he at it; and turned out a workmanlike job.

His report had hundreds of pages of description, comment, analysis, tables,

maps, cross-sections, summaries, assays,—everything that should be in the

report of a competent and conscientious civil and mining engineer.

One thing, though, it did not contain,

—

Any mention of gold—for he found none.

The Government shrugged its shoulders, dropped the report in a pigeon-

hole, and forgot all about it.

As for silver, nobody had ever thought of such a thing. . . .

The iNcmtBENT's Problem

In thirty or forty years, governments change, people die, and reports get

dusty.

Nevertheless, after the Cobalt finds, somebody in the Toronto Office of

Mines did happen to say to himself,

—

"Didn't somebody, back in the last century, run a line somewhere? "

He searched the pigeon-holes, and found Nevins' report.

In that report, the competent and conscientious Nevins had entered all

geologic and mineralogic facts that he had found, whether or not they seemed

of economic value.

He consequently described mineralogic and geologic facts which meant

(though neither he nor any one else then knew it), the presence of enormous

and extensive silver deposits.

The report which the Government had neglected was the most precious

book in their library.

And the inquisitive Incxmibent of the Office of Mines held in his hands the

potentiality of countless millions of dollars.

One of the districts in the vicinity ofwhich Nevins' line ran, was Gow Ganda.

In his description, he mentioned and located signs now known to mean
silver.
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But hitherto, prospectors knew not Gow Ganda nor its hidden treasure.

—Nobody, that is, except the Incumbent of the Office of Mines.

And even he, though Opportunity had knocked so loud at his door, didn't

exactly see how he was to turn her visit to account.

Befor^ he had solved that problem, news came that silver had been found

in Gow Ganda.

He said, "Pshaw!" but continued to study the report.

And presently he found mention of a region covering thousands of square

miles, west of Gow Ganda, where, also, silver deposits were indicated.

Nevins had been right in the Gow Ganda district ; dollars to doughnuts then,

that he was right aboutWelcome Lake and Shining Tree Lake.

The Incumbent stalked about his Office with thoughtful brow.

A New York mining man, developing some James township properties,

happened into the Office about this juncture.

He knew the Incumbent, and they lunched and chatted together.

" Big doings in Gow Ganda ! " remarked the New York man.
"I knew there was silver there before they found it," returned the Incum-

bent.

"Have you any more of that brand of knowledge about your clothes?
"

"I have!" replied the Incumbent.

"Any look-in to get a piece of it?
"

"Well, I've been looking for a man I could trust with it, and I think you'll

do," was the answer; and with that, the Incumbent reached for Nevins' report,

and the two went into executive session.

The point of this story is, that the New York man was a director in the

Company of which I happen to be President.

The Whereabouts of Nevins' Ghost

The upshot of the executive session was, that we obtained exclusive posses-

sion (for a proper business consideration) of the information contained in

Nevins' report.

That was our great Opportunity; and we took advantage of it.

So long as we might be able to keep the thing to ourselves, we could take

the report in our hand, and, referring to Nevins' guide-posts and specifications,

stake out whatever we Uked of a silver-bearing region covering many thousands

of square mUes.

Probably no other mining chance of such value and extent had ever before

been placed at the disposal of a single group of operators.

We lost no time.
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It was the dead of winter Snow lay four and five feet deep on the level, and

the temperature sank to thirty below zero. . . .

Before the snow melted, and before anybody knew what was doing, our

gangs had staked out, in various parcels, no less than Six Thousand Acres of

the most promising silver-bearing land in Northern Ontario.

One hundred and fifty mining claims of forty acres each.

The smallest average capitalization of Cobalt claims is $1,000,000 each.

What a chance for a stock speculator!

Our business, however, is not stock-jobbing; but systematic and normal

development of the greatest mining country in the world.

We are in no hurry to make swollen fortunes for ourselves.

But we are in a position to make immense profits for many thousands of

people, at a cost to them practically nominal; and, as you wiU see, we are tak-

ing very effective measures to accomplish just that thing. .

In a day or two you will find in your mail-box the document . . . and if

you have faith in the goddess Opportunity, you will be careful not to let the

document get into the waste-paper basket.

An S.O.S. Call

The following remarkably able presentation—given in part

—

was made mider the most difficult financial conditions that ever

confront an enterprise short of bankruptcy—exhaustion of funds

before it reaches the point of self-support. The appeal is com-

plete in itself, appearing as a half-page spread in the New York
morning papers. It may be added that the threatened disaster

was not averted—the appeal was made too late..

S.O.S.

A Cry From a Treasure Ship!

No Business Man ever did this before, I suppose. Perhaps no man ever

had so much reason to do it as I have right at this minute.

I am the captain of a ship Freighted to the Gunwales With Treasure.
I've run out of coal, and the sea is rough, and we are hard driven by the wind.

We can't reach our destmation without help. Part of the treasure is mine, part

of it belongs to others who joined in fitting out the voyage. Part—and a large

part—^will go to those who now answer this S.O.S. and claim salvage.

Enough of figures 1 I'm talking to business men,—^men who can command
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money. They are too busy and I'm too dead in earnest to fool with even the

most graphic of metaphors.

I own the controlling interest in and am President and Treasurer of a busi-

ness that is Rich in Its Profit-Eakning Potentiality. I know the business

thoroughly fromA to Z, having learned it in a quarter of a century of experience

in all departments with one of the biggest and most successful concerns on

this Continent. Into the last three years I hiave crammed another quarter of

a century of hard training worth far more than the first.

This Company has never had enough capital at any one time to put into

operation the sure money-making plans which I know how to operate.

We have secured capital enough, spread out thin in the past two years to

keep the business going. . . . We have simply been preserving a valuable

property and a business machine in readiness to make Big Earnings for the

man or the men who will supply the power to make it go.

Standing stiU means more than delayed profits. It means dangerous

buffeting.

Thousands of men would rush aid to a Tiueasuee Ship struggling in the

trough of a stormy sea. No man with money to invest wants to see a good

productive business go down if He can be the one to save it and get the profits.

[Statement of capital needed appears here.]

I must have this capital now. I use the first person. Of course there are

others in the Company, but I'm doing the talking, and the hustling, and the

sweating blood just now myself, and you've got to deal with me whether you're

my friend or my foe.

I could easilypromise you ten per cent, a week on your investment, but my
name isn't MiUer. Whatever risk there is in this business, and whatever risk

there is in dealing with me, you've got to be prepared to take. But you (indi-

vidually or collectively) put up enoughmoney and you'Ube safe onboth counts.

I've got to have this capital right now, and I mean it Uterally. Don't

waste yotur time and lose your opportunity by investigating the financial stand-

ing and credit of the Company. You wouldn't learn anything About the

Future, and the past and the present had better be ignored. Investigate me
personally as much as you please and anywhere you please,—^but act quickly

if you want to help me and profit yourself. . . .

[Plan offinancing appears here.]

Now FOR A Few Intimate Words

I. This financing of a splendid business enterprise must be done quickly.

There are scores of big men, any one of whom can do it in a minute if he will,
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but don't wait for them. Get in ahead, if you can. I may have to depend on a

large number of men of smaller financial calibre. I want You.

2. My creditors and stockholders (the most loyal friends a man ever had!)

wiU see this. It may make some of them sit up and take notice. Never mind

;

most of them know already how hard I've been trying to make bricks without

straw. They know I'm not a quitter. Theyknow I WillDo AnyHonorable
Thing Under the Sun to Make Good for Them—even though it be a thing

that no other man ever did. This S.O.S. will be to them only another proof.

3. A large and gossipy pubhc win see this. It wiU confirm some rumors and

contradict others. . . . As for the fact that I have had and am having a hard

fight, I don't care if the whole world knows it as long as it knows also that I

Intend to Win.

4. My friends will see this. Perhaps they wiU be sorry for me. Perhaps

some of them will be sorry for themselves. It all depends. At any rate, they

shall not have a chance to be ashamed.

5. I Can Win This Fight and Produce All the Profits Required if

this caU for capital is at all successful,—if it gets hold of amanwho really knows

what a fight is,—who knows what it is to Defy failure to its face—to grapple

with the white-livered devil of defeat and throw it out of the way. Such a man
can understand what I've been through, and what iron has gone into my blood,

during the past two years. He wiU know that I can be coimted on to Make
Good with the Capital he Shall Supply for this Splendid Enterprise.

I shall be at my office all day from 8:30 to 5 130 to-day and to-morrow ready

to meet friend or foe. Any one who wants to strikeme will have to strikeme in

the face,—no one wiU get a chance at my back. I sincerely doubt if there is a

single man in the city who will want to do it.

Those who wiU help me can come and look me square in the eyes and take

my hand with my pledge to return them their money with profits in "good

measure, pressed down, and shaken together, and running over." Write to

me if you cannot come. I wiU call on you.

I Am Waiting.

Howard Mason, President and Treasurer.



CHAPTER L

OTHER PRESENTATION PAPERS

Requirements of a Clear Presentation

While a prospectus, i.e., a general statement of the offering,

will always form the central feature of any written or printed

presentation of an enterprise to be financed, other documents are

frequently necessary or used for the sake of completeness and to

strengthen the prospectus. As a rule the documents employed

should be as few in number as will properly cover the facts. If a

mass of printed matter is given to inquirers or people to be inter-

ested, as is frequently the case, it prevents a clear, concise pre-

sentation and is confusing, requiring careful study on the part of

the recipient to estabUsh the connection between the numerous

documents. A busy man cannot stop to do this; others will not

take the trouble, and the general result is bad. The more im-

portant papers used in connection with the prospectus are dis-

cussed in the present chapter.

The Letter

Next to the prospectus, the letter is most commonly used in

financing efforts. The prospectus itself may, and frequently does,

take the form of a letter. When not used in this, or some similar

way, the letter may be:

1. Inquiry-bringing

2. Introductory

3. Follow-up

I. Inquiry-Bringing Letters

These letters are well described by the name. Their purpose

when sent to new names is to excite interest to the point of asking

621
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for further information; when sent to names which have already

been circularized, to determine which are "live" and thereby save

the waste of further effort on those not interested. Such letters

may or may not touch on the subject matter of the business. The

following inquiry-bringing letter, quoted in part, is effective and

in the simplest form.

Dear Sir:

I understand you sometimes have money to invest and wish to

know if you are in a position to make a small investment in a very

attractive industrial enterprise.

I am not in the stock selling business, but some clients of mine,

who have for many years been conducting a very profitable busi-

ness. . .

If you are not prepared to consider such a proposition at present,

I win not bother you further, but if you are interested, I will send you
fuU particulars at once, if you will sign the enclosed card.

Yours faithfully.

The inquiry-bringing letter reproduced in part below is of

similar nature but depends upon the high standing of those as-

sociated with the enterprise to arouse interest to the point of

bringing responses.

Dear Mr. Wells:

Are you in a position to make an investment in a Corporation

which is unusually well founded and which has exceptional speculative

possibilities?

The OflScers and Directors of the Company are:

President—^T. Irving Potter, Consulting Engineer, New York.

Vice-Pres.—Chas. P. Steinmetz, Chief Consulting Engineer, General

Electric Company, Schenectady, N. Y.

[ Other well-known names are given here.]

If you are in a position to make an investment along with these

men, we shall be very glad to send you full details and particulars.

May we have your valued permission to do so on the enclosed

card?

Very truly yours.
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2. Introductory Letters

Almost invariably when a prospectus of any importance is

sent to prospective investors, a letter, as personal as possible, is

sent with it. This letter, if not too long, will almost always be

read, and gives opportunity to interest the reader, either by call-

ing attention to the prospectus, as in the letter quoted below, or

by a strong presentation of the more vital features of the offering,

or of those features which should appeal most strongly to the

particular party. If properly prepared it induces in the reader a

receptive frame of mind and gains for the prospectus and the

offering a favorable consideration that it would not otherwise

receive.

Dear Sir:

Herje is a 16-page document, on the composition of which—to

render it as concise and explicit as possible—I have worked more than

a month. It is not in the least imaginative ; nor is it designed to amuse

you.

It is straight business all the way through; and if you give to its

study as many hours as I have days to its preparation, you may

profit more than by anything else of the kind ever brought to your

attention. . . .

Sincerely yours,

3. Foliow-Up Letters

Letters of this nature are almost invariably employed in any

presentation by general advertising or by mail. They are essen-

tial to a proper "cashing-in" on the effort already made.

The forms the follow-up letter may take are almost endless.

They may be direct selling letters, they may be inquiry-bringing

—"go-getters"—or they may be introductory to other material.

Such a letter may merely inquire if the preceding material has

been received, or ask why no response has been made, or try in

some other way to elicit a reply; it may be a direct stock-selling

letter, giving additional information or presenting the matter

from some other angle; it may be a notice that the price of stock
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will be raised, or that the sale will be closed on a certain date, or

it may be a report of progress. Whatever the line on which the

letter is written, it has for its object the utilization of the work

already done and the arousing of fresh interest, if possible, to the

point of purchase. The follow-up letter given below, in part, is

simple but "opens up" well.

Dear Sir:

In going over the company's files, I have just come across your

correspondence with our Mr. James, and it occurred to me that in

view of the interest you have shown in Mr. James' enterprise, you

might like to know something of its progress.

Only a few days ago the annual report was submitted to the share-

holders, and another important letter is being mailed to them today.

I am sending you both herewith, believing, as I do, that they will be of

interest, and that you will be glad to learn of the company's success.

Yours very truly.

The general subject of follow-up letters has been discussed

with some fulness in preceding chapters.

'

The Financial Statement

At times in a private presentation the owners of an enterprise

will not care to submit their financial proposition in the prospec-

tus, or, perhaps, to present it at all, until they know that the

parties with whom they are negotiating are interested in the

matter. In any such case the financial proposition will appear as

a separate document.

Excellent reasons may exist to justify such a course. For

instance, it may be of the greatest importance to the owners of an

enterprise to secure a few thousand dollars of "quick money."

Perhaps some unexpected obligation has arisen and found them
unprepared, or certain properties are to be purchased, or desirable

options are to be secured, or inventors are to be subsidized, or

' Chapter XLV, " Newspaperand Magazine Advertising," Chapter XLVI, " Mail Order
Methods,"
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something else of vital importance is to be done and done quickly.

The comparatively small sum of money required may in itself

possibly increase the value of the enterprise many fold. The
owners are therefore willing to make almost any concession to

secure it, perhaps offering a good stock at 50 cents on the dollar,

or even less.

When money for the immediate need is once secured, however,

the owners are in a totally different position and such sacrifices

are no longer necessary. Then they may still wish to sell stock,

but on a very different basis, perhaps at 75 cents on the dollar,

or even at par. If, then, it is generally known that but a short

time previously this very stock was offered at the heavy discount

mentioned, investors, without regard to the real value of the

stock, will be found very reluctant and perhaps entirely unwilling

to purchase at the higher price now asked. This is an unreason-

able position on the part of the purchaser, for his investment

should be made on the basis of the proposition as it stands—^not as

it stood at some previous time—but as a matter of fact he will ob-

ject to the higher price if the conditions are known. It is therefore

muchbetterthatanysuch conditions shouldnotbegenerallyknown.

Many other circumstances may arise under which it is advis-

able to hold back the financial proposition. In any such case a

general prospectus is first prepared, giving a forceful presentation

of the enterprise as a whole and stating possibly the capitalization

of the company, its organization, and its purposes, but not going

into the details of the financial offer. The sale of stock may per-

haps be referred to in a general way, the statement being made

that stock of the company is to be sold to secure funds for working

capital, for the development of the property, for the purchase of

machinery, or for any other purpose that might with propriety

be made pubUc; or the precise object for which the money is to be

secured might be covered and concealed by the very convenient

phrase, "for the purposes of the company."

Then, in addition to this general prospectus, a financial state-
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ment is prepared. This is usually very short and much to the

point. . The principal features of the enterprise having been al-

ready discussed in the prospectus, need not be brought into the

financial report. All that is necessary is the statement that so

much money is needed, with usually a brief explanation of the

purposes to which it is to be applied, and that so much stock is

offered at such a price to secure this money.

The general financial details of the company, such as its

capitalization, stock or funds in the treasury, property owned,

etc., might go in either document with entire propriety. If

included in the general prospectus, however, the essential features

should be repeated in the financial statement to avoid the neces-

sity of consulting both documents for a fuU understanding of the

financial proposition.

Profit and Loss Statements

If an enterprise is in operation and actually pajdng its way,

and perhaps making profits, or if, in other words, it has reached

the very desirable condition of a going concern, its financial status

will naturally be made one of the strongest features of the whole

presentation. Its self-supporting condition shows that the enter-

prise has been carried beyond the experimental stage, proves its

commercial value, and presumably indicates that its future and
more profitable operation is merely a matter of sufficient funds

and good business management.

Under such circumstances everything that bears on the fi-

nancial status of the undertaking should be brought out with the

greatest possible strength and clearness. If the enterprise has

been profitable for a number of years past, comparative balance

sheets and profit and loss statements should be prepared, these

latter showing the receipts, expenditures, and net profits for each

year. If the profits have been increasing each year, the fact is

significant and important and the presentation should be so

arranged as to bring it out strongly.
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The balance sheet, or sheets, and profit and loss statements

will usually form part of the prospectus, but when a separate

financial statement is prepared, wiU naturally appear in this.

If presented to strangers they should either be verified by the

certificate of an auditor, or perhaps of the bookkeeper of the

enterprise, or otherwise the books and records should be at hand

for reference in case of need. The nature of the operations from

which this profit is derived should usually be explained in some

detail, and the reasons for beUeving that the revenues derived

therefrom can be increased and the methods by which this can

be done are relevant and important. A few figures scratched in a

notebook, or a sketchy outline, may be a sufiicient statement of

business operations for a preliminary discussion or for a presenta-

tion among close friends, but are utterly inadequate for anything

more formal.

The Brief Statement

Sometimes in connection with the main or general prospectus

a brief preliminary statement will be foimd advantageous, serv-

ing as a forerunner of the prospectus. In many cases if the main

prospectus were presented first to a busy man he might decline

entirely to wade through it, or if he did read it might do so in

such a casual manner as to overlook or fail to see the bearing of

important and even essential features, and because of this possi-

bly turn down a proposition that should be of real interest to

him. To prevent this—if it is suspected that such may be the

case—a short digest or resume of the important features of the

enterprise is prepared in the form of brief paragraphs, so that he

who runs may read with facility. This gives all the essential

features of the offering in a condensed, mentally digestible form

that can be taken in at a glance, so that even a preoccupied man

seeing it cannot fail to get a fair idea of the enterprise and its

bearing on his own affairs. The prospectus may perhaps accom-

pany this brief statement or follow this, as the conditions indicate.
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Patent Substantiation

In case of an invention the original patent papers, together

with verified copies of any assignments, contracts, or agreements

in point should be procured. A statement of any interferences

encountered in the course of the original apphcations is pertinent,

and, if these have been successfully overcome, gives an element

of strength. In any case such a statement wiU be of assistance to

those investigating the invention, enabling them to determine the

better its scope and the liabiUty of interference or competition

when it is placed on the market. The opinion of the patent at-

torney through whom the patents were secured, as to the novelty

and merit of the invention and the strength and value of the

patents, is, if favorable, a very helpful feature. If the patent

has been involved in any litigation, the fact is of much impor-

tance and should be set forth in detail.

It is to be noted in this connection that an "unadjudicated"

patent is looked upon doubtfully in commercial circles. The fact

of its allowance is merely a favorable indication, not, however,

in itself conclusive evidence of a monopoly or even of an exclusive

right in its own particular field. It may be foimd that the patent

rights are greatly restricted or even practically abrogated by

similar inventions then existing. Perhaps conflicting patents

may appear later. As stated in an earUer chapter, ^ aU that the

unadjudicated patent proves is that in the opinion of the patent

ofl&ce the invention in question is a "new and useful improve-

ment" and does not, so far as the examiners can see, conflict with

any other new and useful improvement then patented or in course

of patent appHcation. The owners of some prior patent may be of

a different opinion, or the owners of another conflicting invention

may appear later with claims of priority, or patents may be

granted to other similar inventions which subsequently appear.

These possibilities—and they are very real possibilities—cannot

be foreseen with any certainty.

' Chapter XVI, ;' Patents."
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In any of these cases the courts must be appealed to and their

decisions prevail. The patent may be upheld in every claim.

The courts may, however, decide that the patent office officials

were in error in granting a patent and the whole structure falls.

Or perhaps they may decide against some important features of

the patent, or decide that these features were not properly patent-

able, and thereby destroy the supposed monopoly.

This being true, patents are regarded as of questionable value

until they are seasoned by a considerable period of uninterrupted

enjoyment, or until their status is determined by competent

adjudication. Therefore, when patents form part of the pre-

sentation, it is of the greatest importance that every feature

that will in any way strengthen them should be brought forward

and emphasized.

Expert Reports

If the property or undertaking has undergone expert examina-

tion, the report of the experts will, of course, occupy an important

place in the presentation and should be gotten up in the best

possible shape. No matter how good the report, if it is imtidy,

badly expressed, and poorly arranged, it will lose half its weight

even though signed by a competent man—^if a competent man
would sign a report of the kind. If in addition to this, as is some-

times the case, the signature of the expert is omitted entirely, or

put in with a tj^ewriter on the supposedly original copy, the

report is worse than useless. It shows incompetency in the ex-

pert and in his employers, and should justly discredit both the

imdertaking and those by whom it is presented.

Other Supporting Papers

In connection with the prospectus, such statements, certifi-

cates, maps, reports, assays, analyses, etc., should be secured or

prepared as may be necessary to substantiate all material facts.

The ordinary data affecting the enterprise, such, for example, as
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the existence of convenient and plentiful supplies of water and

fuel, distances from railroad stations, cost of labor, and so on,

while they must be fully stated, do not usually require substantia-

tion. Other facts, perhaps of no greater real importance, must

be verified. The nature of the enterprise and the conditions will

determine what facts require such support.

For instance, if an enterprise is presented involving the pos-

session of valuable realty, certified abstracts of the titles of this

realty should be provided. If the property is held imder option,

the options themselves, or certified copies, 'should be at hand.

Or if the property is held in whole or in part by franchise, lease,

government patent, or similar title, either the original documents

evidencing the ownership of the property, or duly certified copies,

should be provided or be readily accessible. In case of any doubt

or possibility of doubt as to the vaHdity of any important feature

of such titles, the formal written opinion of a reputable and quali-

fied attorney will be found of much weight and advantage.

Anything else that will strengthen the prospectus or the pre-

sentation as a whole—any outside statements, opinions, or

elaborations; any contracts or agreements relating to the property

or enterprise, or to its operation—should be utilized to the utmost.

All these strengthening features and precautions may not be

necessary, but in a presentation it is impossible to tell in advance

just what will be demanded and when, and as a matter of good

business prudence the entire ground should be fully covered so

far as it may be done without undue expense or trouble.
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CHAPTER LI

PROMOTERS AND FINANCIERS

The Promoter and His Work

A recent writer^ on finance, describing somewhat idealistically

the promoter and his work, says:

The promoter ... is first of all a man of great cormnon sense.

He is worldly wise in that he has a broad backgromid of experience

culled from many failures and perhaps a few successes. He can apply

rigid tests to the enthusiasm of the inventor. He can probably set

valueson the invention in terms of the cold facts of costs and the inflex-

ible law of supply and demand, for he well knows that many excellent

inventions are worthless from the business point of view because of

prohibitive costs of production or restricted demand. ... It has

been well said that " the promoter performs an indispensable function

in the community by discovering, formulating, and assembling the

business propositions by whose development the wealth of society is

increased." . . .

To accomplish these ends, the promoter,in whatever chaimel of bus-

iness activity he works, must be possessed of certain psychological and

moral characteristics, if he is to attain conspicuous success. Success

in the field ofpromotion, more perhaps than in any other field of indus-

trial enterprise,requires the most marked abihty and the highest stand-

ards of business integrity. Unfortunately, there has appeared in fiction,

in newspapers, and even in the public consciousness, the impression

—

often verging on a conviction—that the promoter is an impecunious,

sUvery-tongued vendor of worthless shares in mining and oil projects.

There are promoters of this class, it must be admitted, but their noto-

riety far exceeds their numbers, or their importance. The promoter

who actually takes a significant part in modern industrial progress is

a man of the strictest honesty, whose judgment can be relied upon

by his associates, one ordinarily inclined to understate rather than

overstate whatever prospective estimates he may be called upon to

' Dewing, "FinancialPoUoy of Corporations."
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make. Past experience has made him as cautious in his assurances as

he is aggressive in his hopes. Temperamentally he is an optimist,

open-minded to new suggestions, but skeptical of statements not

based on concrete experience; critical, in the sense of being analytical

—suspicious ofhuman nature—but uncritical in the sense of being free

from the fetters of convention and tradition. Such a man must pos-

sess imagination. It is the constructive imagination that is an

essential part of business genius. . . . It is this prophetic imagina-

tion of the promoter that blazes the paths of industrial progress.

Through the economic changes that foUow in the march he leads,

civilization moves. . . .

Promoters' Profits

As to the compensation of the promoter, the same writer says:

Much has been written in condemnation and much in defense of

the large profits sometimes taken by promoters. That they are large

in the case of unusually successful promotions is explained by two

facts, frequently forgotten; first, the risk is great; second, the profits,

large or small, are almost invariably in the common stock of the enter-

prise. Many promotions fail; some fail through no fault of the pro-

moter. At all events it is a very precarious business, in which the role

of prince and pauper succeed each other in qtiick succession. For if

the promotermakes a "killing" at one time, it wiUbe only a short time

before he has lost his entire stake in a succeeding promotion which

appeared in the light of his effervescent enthusiasm, "the best yet"

at its outset. And even those promotions which are successful yield

only common stock, and he must not only wait until the enterprise has

proved itself, but also imtil a market has been found for the stock.

The Theory of Successful Promotion

To be practically successful, the promoter must possess sound
judgment, wide business experience, good connections, and more
or less persuasive and magnetic personality. In addition, he

must ordinarily be capable, honest according to the circles in

which he moves, and of good reputation. Such men do exist,

but the man with an enterprise will have much difficulty in find-

ing them, and, when fovmd, in enUsting their services.
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Theoretically a man of this kind, devoting his attention to

promoting, would take up an attractive and meritorious enter-

prise, organize it with a reasonable capitahzation and a well-

devised plan of operation, reserve a substantial stock interest for

himself and those associated with him in the enterprise, and sell

enough of the remaining stock—as he could easily do—to provide

ample capital for development and operation. The financed

enterprise would then be placed in the hands of competent man-
agers, and while it was speeding along the road to success the

promoter would take up and finance the next good enterprise in

the same way. By repeating this performance he would with ease

and rapidity accumulate wealth so far beyond the ordinary

dreams of avarice that accumulation itself would become a

weariness.

Promoting Practice vs. Promotion Theory

There are men who, so far as their personal part is concerned,

are capable of carrying out this program to the letter. Indeed,

on a hmited scale some few of them, and notably some of our

investment bankers, are practically doing this very thing. The
reason that it is not more frequently done is found almost entirely

in three considerations—first, the difiiculty of always picking

"winners," second, the fact that even when the enterprise is good

it is almost impossible for the promoter to find managers who
are capable of carrying on his enterprise to the required success,

and third, the further fact that the promoter's profits usually

—

and properly—depend upon the final commercial success of his

enterprise.

When combinations are formed, the promoter's profits are

frequently in cash or "cashable" securities, because the under-

taking is based on going concerns. In ordinary promotion work

the promoter sometimes stipulates for and receives a percentage

of the money secured, and here again his profits are immediate.

Usually, however, the promoter's profits are "paper" profits to
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be converted into something more substantial by the develop-

ment and operation of the enterprise. In other words, while his

profits from these enterprises are nominally enormous, they are

also—as they should be—mainly in the securities of the compa-

nies he has formed and are therefore dependent for their value

upon the success of the respective imdertakings. The promoter

cannot therefore ordinarily profit largely imtil the enterprise has

attained industrial success.

In practice, then, when the really capable men we have been

considering devote themselves to promoting, their enterprises

are usually financed with considerable ease, money being secured

quite as much on the reputation and known abihty of the pro-

moters as on the actual merits of the enterprises. When, however,

their enterprises are financed the profits are yet to be worked out,

and it is almost impossible for the promoter to shift the burden of

this development to other shoulders. Men who can carry on large

enterprises to commercial success, except imder the closest super-

vision, are as scarce as successful promoters. They are also as

difi&cult of discovery and much in demand. The subsequent

operations of the financed enterprises are therefore usually

thrown directly and imavoidably upon the promoter. Then, two

or three good big enterprises taken up and financed will so occupy

his time and attention that no further outside activities are

possible and he cannot, if he would, take up further promoting

propositions.

It is no unusual thing for a successful promoter to reap im-

mediate returns from the successful financing of a large enter-

prise up into the hundreds of thousands and even milhons of

dollars. But these returns are in stock or other securities and

must be worked out and with such excessive profits waiting to

be worked out, with his reputation also at stake, it is no
wonder that the promoter, now a financier, is in no mood for new
undertakings.

The same thing occurs on a smaller and more modest scale
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with men of less ability in financing. They work for a time in

promoting enterprises for others, but if they possess any real

ability in their particular line, quickly become men of "affairs"

and those affairs their own, and they are then no longer in the

field as promoters.

It is true, of course, that a time usually comes when the suc-

cessful promoter will have carried and matured the undertakings

in which he is interested so far that he can leave them largely, if

not entirely, in the hands of subordinates. Then, not being fuUy

occupied with the matters in hand, he is ready for new enter-

prises. If something unusually attractive presents itself at this

juncture, he will take it up and carry it through. This, then, is

the opportunity for the man with the enterprise to secure the

services of a first-class promoter.

Investment Bankers

Of all the classes of promoters working "in the open" tht

investment banker ranks highest. The term is one with shades oJ

meaning. The higher types of investment banker look upon the

word "promotion" as one of sinister connotation and explain

that the investment banker is not a promoter—that he does not

finance or have anything to do with speculative enterprises

—

that he only handles securities of known and substantial under-

takings—such as can be properly termed investments.

While this may perhaps be true of investment bankers in the

highest circles, as we descend the scale the investment banker

deals more and more freely with "investments" of a lower grade,

until we find reputable investment bankers floating securities of

aeroplane companies which are too new to be considered invest-

ment propositions, forming industrial combinations which cannot

be proved until they are tried out, putting out foreign flotations

of doubtful stability, and engaging in other undertakings of a

kind which might well be handled by any ordinary promoter of

speculative tendencies.
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In some cases investment bankers have worked out as far as

practicable the career of the ideal promoter, outHned above. They

have taken over carefully selected enterprises one after another,

have financed them, and set them on the way to success, retaining

for themselves both supervision and a material interest in each

enterprise thus financed. In some cases such concerns boast

that they have never financed an unsuccessful enterprise.

When this can be truthfully said, it will be found that the financ-

ings are hmited, usually to some eight or ten enterprises, and that

these have been "hand-picked." The reason for the success

attained by such concerns may be gathered from the "established

principles" upon which one such house selects its enterprises:

1. The basis must be an expanding business.

2. It must be on a dividend-paying basis.

3. It must be efficiently and honestly managed.

4. It must—after financing—have ample assets.

5. It must produce a staple product.

6. The business must bear a definite, constructive, and

favorable relation to the world's business.

If these principles are intelligently adhered to, failure is

hardly possible. The result of such commendable procedure is,

however, as stated, that the concern very quickly finds its hands

full and can take on no more business until that already imder-

taken has been worked through.
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PROMOTION BY-WAYS

Stock-Selling Concerns

As opposed to the reputable and successful financiers and pro-

moters discussed in the preceding chapter, are many others of

varying degrees of reputation and doubtful success. Among these

are many of the stock-selling organizations not uncommon at the

present time, which do sell stock but when it is sold concern

themselves not at all with the future of the financed enterprise.

These concerns operate for the most part by personal salesman-

ship and in some cases have organizations covering the greater

part of the country. The enterprise to be financed by them must

be large enough to be worth while and must be sufficiently attrac-

tive to make the sale of stock fairly easy. It must also be able

and willing to pay the very large commission required by the

stock-selling concern—ranging from 20 to 50 per cent of the re-

turns from the stock sold. If the stock is sold part for cash

and part on time, the stock-selling concern takes its pay in cash,

leaving the more doubtful time payment for the enterprise.

Given these conditions the stock-selling concern starts its

machine in operation and disposes of the stock, preferred or com-

mon as may be agreed upon, or the notes or bonds of the corpora-

tion to be financed. As soon as its work is completed it pockets

the profits, leaves the financed corporation to its fate, and goes on

to fresh fields and pastures new.

Some of these concerns have achieved considerable success.

Their profits are cash profits and are large. Theoretically, as

stated, they should be able to continue the lucrative process in-

definitely. In practice their activities are almost invariably

brought to a speedy close because they are not careful enough in

639
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the selection of their enterprises, not careful enough in the repre-

sentations they make in selling stock, and finally because of the

" unshepherded " condition of their financed enterprises. Some of

these are sure to get into trouble, and while the stock-selling con-

cern is not technically involved, practically it is, and its career

will finally be brought to a close by the disrepute arising from

the failure of its financed enterprises, or, if it has overstepped the

bounds of legitimate representation in its sales of stock, by the

strong arm of the law^

Capital-Raising Concerns

There are, as stated, reputable men and concerns engaged in

the work of securing money for substantial and carefully investi-

gated undertakings; there are many stock-seUing concerns which

raise money for more or less selected enterprises; but there is a

conspicuous absence of reputable men or concerns among those

which publicly advertise to secure capital without much regard

to the nature of the tmdertaking. Concerns of the kind exist and

undoubtedly do secure capital, or they could not continue to exist,

but the capital they secure is in most cases from and not for their

clients.

It is obvious that something must be wrong with either man
or concern posing as a pubHc promoter and ready at any and all

times to take any and all enterprises and carry them through to

financial success. The chief difficulty of concerns that really

finance enterprises is to escape the importunities of those who
wish to bring them business of the kind. They do not dream
of advertising for enterprises to finance.

The advertisements of the concerns and individuals of the

public-promoter tj^je usually read much alike :
" Capital secured

for meritorious enterprises." " Companies incorporated, stocks

and bonds sold and enterprises financed." "Inventors or others

desiring additional capital should see us." "We represent several

private bankers, trust companies and individual capitalists."
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" Capital-Raising " Procedure

If application is made to those advertisers, the general result

is about the same. The concern appealed to is more or less en-

thusiastic about the particular enterprise, is quite sure that the

required money can be secured, has perhaps been looking for

something of just that kind, has possibly somebody in mind who
wishes to invest in an enterprise of the kind, and at about this

juncture, when the appUcant is feeling cheerfully confident that

his troubles are over and is mentally planning an active campaign

of development, a demand for an advance payment of money is

made.

The basis of this demand will vary with the conditions. In-

corporation or reincorporation of the enterprise furnishes a favor-

ite pretext. It is obvious that stock or other corporate securities

cannot be sold if they do not exist, and if the enterprise is not

incorporated, the demand is not in itself unreasonable. The

main objection then lies in the fact that the promoting concern,

while highly gifted in the matter of charging for its services, is not

qualified to do the work. The incorporations effected by such

concerns are almost always defective, in many cases are absolutely

worthless, and in some cases are even worse, so tangling up the

affairs of the undertakings as to involve much expense and

trouble in merely undoing the work already done. An excessive

fee is usually charged for these incorporations, and their stock

when they are incorporated cannot, as a rule, be sold. The cUent

therefore finds that he has expended more money than necessary,

has secured an incorporation of doubtful status or of no status at

all, and that his securities are still unsold and usually not in shape

to be sold.

If the enterprise is already incorporated, a reincorporation on

different lines, but still involving liberal fees, will be suggested by

these "financing" concerns; or perhaps their financial experts will

decide that an issue of preferred stock or of bonds is desirable, and

will demand money for the legal work involved and for the prepa-
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ration of the stock certificates or bonds. Or if these demands

are not sufl&ciently plausible to carry, they will ask for money to

advertise the securities for sale, or they may find it necessary to

have a prospectus printed, or they may decide that additional or

foreign patents are necessary. Sometimes without evasion of any

kind and most honest of all their requirements, they will demand

money as a direct retainer.

If the client accedes to these demands, other demands are apt

to follow until he becomes weary of parting with his substance

and brings the matter to a close. As a net result the promoting

concern has pocketed a substantial amoimt of his money and the

client has nothing to show for it beyond an experience which, it

is to be hoped, is of value, and an incorporation which is usually

of no value whatsoever.

Undoubtedly the concerns in question would, if they could,

sell their clients' securities. They are quite willing, as an incident

of their work, to do something for their clients in return for the

benefits received. If they demand money for advertising, at

least a portion of this money will usually be expended in advertis-

ing. Also, if without too much trouble and expense they can do

anything to finance the enterprise, they are generally willing to

make the attempt. It is even possible—though as to this the

author has no personal knowledge—that enterprises are some-

times financed through these concerns. As a rule, however, the

only money obtained by these concerns is that taken from their

clients, the amount they secure depending entirely on the willing-

ness and ability of their clients to "give up."

"Patent Sharks"

Another expression of expert opinion relating more particu-

larly to the sale and financing of patents may be of interest as

showing the operations of the capital-raising concern in this field.

The quotation is from the printed matter of a firm of patent

attorneys. Its statements are intended to warn the clients, or
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prospective clients of the firm from the snares that are more
thickly spread in the path of the inventor than is the case in

almost any other Une of effort.

Inventors, as soon as they receive their patents, or a very short

time after, will be beset, importuned and harassed by offers, proposi-

tions, requests and soUcitations of all kinds and descriptions, coming

from firms, persons and companies, not only in this country, but also

in foreign countries.... These propositions wiU. be very attrac-

tive and temptingly prepared, and wiU vary with the ingenuity of

their authors. Some wiU pretend to want to purchase inventions

outright, others to place them on royalty, and still others to sell on

commission, enclosing contracts drawn up in an impressive way.

All of these propositions, although apparently different, will have one

point in conmion; they require the payment of a cash fee in advance.

One will say that it is necessary to havemoney to advertise the patent,

another the cost of having circulars printed, and another the cost of

securing copies of the patent for distribution, and so on. There is no

end to these pretexts. We are often asked by inventors if these parties

who so plausibly claim to be able to sell patents are reliable, and

whether they ever effect sales. We regret to be obliged to say that,

in many instances, they are unreliable, and we are unable to learn of

their making any sales. Our advice is to ignore these offers entirely,

as agents of this class have no facilities for selling patents, and aim.

only to collect money for which they can give no return. A favorite

scheme with these parties is to solicit foreign patent business, repre-

senting that they have extraordinary facilities for selling the foreign

patent rights, and even going so far as to set a price which the foreign

patent should bring (such price being fixed at an attractive figure).

They state, however, that they will only dispose of the inventions of

persons applying for patents through them.

Exactions of the Capital-Sectiring Concerns

The demands for money made by these "capital-securing"

concerns and "patent sharks" are sometimes very plausible. In

a case in mind an inventor was approached by one of these con-

cerns with the suggestion that foreign patents on an invention of

his would be exceedingly profitable and that the concern would be
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glad to undertake their sale. Of course the patents must be se-

cured before they could be sold, but the accommodating managers

of the capital-securing concern were so favorably impressed with

the merits of the invention and the profits that might be obtained

therefrom, that they were willing to help the inventor get the

foreign patents, and for a suitable interest in these patents would

defray a full one-half of their total cost. Investigation showed

that the fees charged by this house were something over twice

what the patents could be secured for through other channels.

Hence the promoting concern was entirely assured of at least a

moderate profit on its proposition. It is not unreasonable to

suppose that it would have made further demands and secured

further profits from the transaction had its first offer been

accepted.

Instances of the exactions of these concerns might be multi-

plied indefinitely. It is, however, entirely sufl&cient to lay down

the general rule that in New York—and presumably in the other

large cities of the coimtry—no matter what the pretext, nor how
alluring the ends to be attained, any advance payment demanded

by a promoting concern should be regarded as a danger signal

warning the applicant off. Reputable houses do not make de-

mands of the kind, and it is but inviting loss and disappointment

to devote time to negotiating with a concern that does.

Professional Promoters

When we come to individuals, as has been said in an earlier

chapter, promoters may be found who really promote, but to dis-

cover them is apt to be a matter of considerable difficulty. They
do not usually advertise or even call themselves promoters.

Their promoting is of a semiprivate nature, and in perhaps the

majority of cases, in connection with their regular business.

They are not professional promoters and are not to any extent in

the public eye.

The real professional promoters, found mainly in the larger
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cities, are the unsuccessful ones. Most of these have drifted into

promotion because thrown out of their accustomed channels, or

perhaps they have been "switched off" by unfortunate enter-

prises which they undertook to finance and which have gradually

absorbed their time, money, and attention to the loss of all other

business.

The majority of these promoters are elderly men; in many
ca:ses men who have been in business and successful business, but

have for one reason or another lost their money and their business

standing and have taken up promoting as a forlorn hope. Once

in the toils they rarely escape, but go on year after year, eking

out existence as best they may and looking forward to some

happy stroke of promotion luck that will put them on "easy

street."

It is but rarely that these professional promoters accomplish

any financing of importance. They live by borrowing, by an oc-

casional small commission, by payments for introductions, by

advances from credulous clients and by other receipts of uncer-

tain nature. They are usually "seedy," almost invariably in

financial straits, and always cheerfully ready to take on new

business.

Many of these promoters have good connections and they

will explain at length to whom they are related, with what promi-

nent business men they are acquainted or have had dealings, and

will give details to show their familiar relations with the parties

mentioned. In most of these cases the statements are largely, if

not wholly true, but unfortunately the promoters have no stand-

ing with these friends or connections that affords a basis for the

transaction of business. Usually an introduction from one of

them is of but little value. At times it is of positive"disadvantage.

In other words, in such cases the party with an enterprise might

better appear before the promoter's friends as a perfect stranger

than to be introduced—and thereby discredited—by the pro-

moter himself.
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These promoters demand a handsome interest, commission, or

percentage for their services as a matter of professional ethics,

but are usually willing to make large concessions if necessary. In

any case they are quick to see an opportUi>ity to secure an ad-

vance, expense money, or any other contribution from their

client. They usually demand contracts, are always ready to tie

their victims up indefinitely if they can, and when they do secure

an enterprise to promote, distribute prospectuses as freely as the

cost of these prospectuses will permit, pass the enterprise along

to aU their confreres of the promoting clan, and "hawk" it gen-

erally and widely. It is discredited by the mere fact of their pres-

entation. Occasionally, of course, such promoters do get hold of

a good enterprise and succeed in interesting other promoters of

more influence, or even reach men with money, but as a rule the

man with the enterprise had better give them a wide berth.

The Entangling Promotion Contract

An entangling promotion contract is a common trick of the

trade with these "non-promoting" promoters—and indeed with

some promoters who are supposed to be in a distinctly higher

class. If the stranger is at all imwary, he is almost sure to find

that his contract is of this nature, perhaps giving the promoter

exclusive control of the enterprise for a certain or uncertain length

of time. Or if this is not the point "played for" he is likely to

discover that he has obhgated himself for a certain payment or

perhaps a proportion of the stock or other securities of the enter-

prise to go to the promoter in compensation for his efforts in the

matter. Or the contract may provide for both exclusive control

and payment to the promoter. Then when the owner wishes to

present the enterprise elsewhere, the promoter refuses to release

his "strangle-hold" except for a substantial consideration, or

perhaps demands his contract pa5Tnent for the efforts he has

made in the matter. Of course the contract should have been

worded on the "no cure no pay" plan to prevent just such possi-
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bilities, but frequently it is not, and the promoter then takes

every advantage of the conditions. It is a fact that many a good

enterprise has been seriously crippled by the old-man-of-the-sea

attitude of its alleged promoters.

The Assertive Promoter

Somewhat akin there is another type of promoter who is frequently

successful in small undertakings through sheer personal assertiveness,

orwhat is in slang called "brass" or "nerve." He has no moral or pe-

cuniary responsibility,but is gifted with a knack of discovering small

meritorious undertakings. Quite generally , especially if he is working

in a field with which he is famUiar, the prospective enterprises are

fundamentally sound. His presentation of them, however, is apt to

be misleading. He usually represents himself to the prospective capi-

talist as having invested in the venture a considerable sum of money,

which must be returned to him directly as "expenses" or indirectly

as stock. He claims, ordinarily, a large part of the prospective profits,

for the value of his services. The wise banker will either "buy ofi"

such a promoter at the beginning, or else reach back over his head

to the real owners.'

Impecunious Owner-Promoters

Another related class of promoters constantly verging on the

edge of misrepresentation and not infrequently passing over to

the other side, is composed of impecunious owners or promoters

of enterprises yet to be financed. In many cases these men have

brought their enterprises to the existing condition by material

sacrifices, and in almost every case they feel that their entire

future depends upon their success in this particular undertaking.

Often they are relying upon the money obtained from their

"deals" for actual living expenses. Add to this the fact that

generally and naturally their enterprises are either in bad condi-

tion, impractical, worthless, or held by uncertain tenure, and the

difficulties of their position are apparent. Money must be had.

It is needed not only in their businesses, but to obtain the neces-

' Dewing, "Financial Policy of Corporations.'
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saries of life for themselves and perhaps those dependent upon

them. Believing, as they usually do, to the utmost in the value

and future profits of their undertakings, they feel that if they can

get money in any way, even though the boimds of prudence or

honesty be overstepped, they are right in so doing, that the ends

to be attained amply justify the means, and that in the final

round-up their victims will be glad they were brought in—even

though the representations that brought them in verged danger-

ously near to misrepresentation—^because of the great wealth

that will then be theirs.

Ponzi of 50 per cent reputation was a promoter of this type.

A gorgeous export publication scheme with millions in it was the

basic cause of his meteoric rise and calamitous downfall. Money
—and money in large amoimts—^was needed for the pubKcations

he planned; he never seriously expected to make money by deal-

ing in foreign exchange. That highly successful swindle was but a

means to an end—a method of forcing a loan from a credulous

public, to be eventually repaid from the profits of his real under-

taking—an undertaking almost as illusory as his dealings in

foreign exchange.

Promoters of this kind are usually willing to assist in pro-

moting the enterprises of others. They are always on the look-

out for funds. As a class, they are not to be taken seriously, but

considerable caution is always advisable in dealing with the

individual promoter.

Fraudulent Promoters

Another class of promoters embraces those engaged to a

greater or less extent in the gold brick industry. These promoters

or brokers are of a financial standing usually a little better than

the professional promoters just described, though their moral

standing is much worse. These men find it difl&cult to "lie up to

the truth" when describing their enterprises, and their first rule

of action is to get money—honestly if they can. They usually
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have a very clear perception of the real merit or lack of merit of

the enterprises which they undertake. They prefer, however, the

easier promotion of a fraudulent or semifraudulent enterprise with

its ready returns from a people that "like to be humbugged,"

to the slower and more hardly earned returns of a sounder under-

taking—if, indeed, they could finance such an undertaking.

It is obvious that a mining proposition costing but a few

thousand dollars, remote from investigation, capitalized at some

millions of dollars, and with the hopes or imaginations of the

promoters supplying the "facts" for its presentation, can offer

attractions that no honest undertaking can. Also, as a matter of

practice, it will secure money with an ease and abundance—so

long as the public continues to exemplify the old proverb in

regard to a fool and his money—that cannot be equaled by the

most meritorious of honest enterprises.

The men who promote these schemes depend for their con-

tinued success upon the very large number of people to whom they

can appeal, and are aided by the aversion of the ordinary man to

mention the fact of his having been worsted in an investment.

If their present clients are defrauded—or, to put it more elegantly,

if their investments turn out "unfortunately"—the broker or

promoter in the case esteems the matter of minor importance so

long as it is not made public, or if it is made public, so long as his

name is not connected therewith. There are plenty of fresh vic-

tims to prey upon, and with these the previous history of the

promoter is not prejudicial because unknown. When it does be-

come generally known the promoter changes his name, and freed

thereby from the dead weight of his well-earned reputation, and

carrying with him a full equipment of loaded dice, he starts afresh

elsewhere in the battle of life.

Promoters' Expectations and Vagaries

A curious vagary of the promoter very frequently encountered

is an excessive avarice, or an overestimation of the value of his
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own services that leads him to so "load" or overprice anything

that conies into his hands that success is impossible.

An enterprise falls into the hands of one of these promoters.

It may perhaps have real merit in it; the owner's ideas may be

moderate and good. The promoter thereupon secures a contract

giving him a seUing right of some kind-^preferably a contract for

a flat price which he is at hberty to increase to any figure he

chooses. The price he fixes is so high that the failure of the over-

weighted enterprise is predestined.

In one case within the writer's immediate knowledge, a very

practical and valuable little invention had been perfected and was

ready to be placed on the market. The inventor offered it to pro-

moter friends for $25,000 of the stock of the company they were

to organize. He supposed that it would be capitalized at $50,000

or thereabouts. At that figure the invention would have attained

the success it merited. But the promoters promptly capitalized

the enterprise at $100,000, allotted $25,000 of this to the inven-

tor, $25,000 to the men who were to put in the money, the

remaining $50,000 of stock to themselves. The enterprise natu-

rally came to grief, not from any lack of merit, but simply because

the offering was not attractive to men with money.

These men with money are not unwilling to be found when

promoters have anything really good to offer, but they do object

to having the largest part of the enterprise turned over to the

promoters to pay them for the discovery. They are selfish enough

to want some fair proportion for themselves.

In the reading books of the old-time schools the pupils were

regaled with a detailed account of the method by which the na-

tives in some parts of Africa catch monkeys. A hole is first made
in a gourd just large enough to admit easily an average monkey's

paw. Through this hole the contents of the gourd are removed

and replaced by large and angular nuts. The prepared gourds

are then securely fastened to the branches of some tree favored by
the particular brand of monkeys to be captured.
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The natives withdraw and the monkeys quickly flock to the

scene of action to determine the nature of the new philanthropy.

As soon as this is ascertained each monkey occupying the proper

respective coign of vantage obligingly inserts his paw through the

hole in his gourd, seizes a handful of the nuts, and tries to with-

draw from the game. As the hole is of the exact size to admit the

unloaded paw, this naturally cannot be done. The avaricious

monkey, however, refuses to drop his prize, remains self-caught,

and is so held until the natives return and consign the foolish

monkey, along with other captured compatriots, to an organ-

grinding academy.

The illustration afforded by this narrative is too good to per-

mit us to question its veracity. It is exactly what promoters do

when they load up so heavily and seek to grasp so much that they

are able to do nothing. The promoter is worthy of his hire, and its

amoimt should be liberal, but to grasp at so much that he loses

all, is not only an injury to himself but a direct and unjustifiable

wrong to his client.
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experimental work, 233
mail order methods, 535
prospectus writing, 582

public presentation, 531-537

advertising, 534
by canvassing, 533
by mail order methods, 535

secondary financing, 69

technical assistance, 252

Court appraisals, good-will, 349
Credit, financing by, 29
Cumulative,

dividends, 290

voting, 413

De Beers Consolidated Mines (See

"Kimberley diamond fields")

Deficient estimates, 63, 67

Development,

enterprises, 18-32

side line, 24-27

Mary Elizabeth candy shops, 21-24

Montgomery Ward and Company,

25-27

shredded wheat, 42

Dewing, "Financial Policy of Cor-

porations," 6, II, 39, 50, 148,

260, 296, 344, 402, 465, 472, 475,

529. 633> 647
Diamonds, monopoly, 172-174

Direct sale, underwriting vs., 472

Directors,

election, 414
minority representation, 408

relation to stockholders, 288

specified majority, 415
Dividends,

cumulative, 290
preferred stock, 402

Double options, 457

E

Edison, Thomas, experimental work

of, 243
Efficiency,

inventions, 157

management, 46-51

protective measure, 170

Election, directors, 414
Electrolytic Marine Salts Company,

90-94

Endicott-Johnson Company, capi-

talization, 356
Enterprises,

assistance, expert, 247-282

basis of, in investigation, 96
capital requirements, 62-72

capitalization,

based on present values, 326-339

not based on value, 318-325

control, 412

definition, 9
difficult to finance, 13

easy to finance, 12

experimental work, 231-246

expert assistance, 273-282

accountants, 264-272

attorneys, 273-282

technical, 247-263

financing,

by borrowed capital, 27

by credit, 29
by partnership, 3*0

fundamental features, 96
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Enterp rises

—

Continued

gradual development, 18-24

incorporated,

investigation, 109-119

investors' questions, 110-116

investigation, 81-161

technical expert, 255
management, 46-61

manufacturing, investigation, 102

monopolies, 172-187

opportunity for, 15

presentation, 437-449
private, 485-520

public, 523-575

protection, 165-17

1

by copyright, 219-220

by patents, 188-204

by trade-marks, 205-213

by trade-names, 214-219

relative importance, 73-77

side-line development, 24-27

similar, in investigations, 98

small, accounting, 267

speculative, 6

capitalization, 371

investigation, 147-161

successful, requisites of, 35

testing, 45
undeveloped, financing, 439

unincorporated, investigation, 95-

108

unsoimd, 35
reason for financing, 39

Equality of control, 423

Established enterprises, capitaliza-

tion, 336
Estimates,

capital requirements, 63-67

deficient, 63, 67

demand for invention, 156

inventors', 150, 380

financing, I5i-I55

overestimates of value, 380

publishing business, 64

Evanescent good-wiU, 344
Excess profits tax, 303

capitalization of good-will, 305
preferred stock, 304

Excessive capitalization, 376, 382

causes, 377
evils, 376

Executives, accovints as guide, 266

Experimental work, 231-246

by contract, 239
charge for, 238

cost, 233
extravagance in, 242

Edison, Thomas, 243
Liberty Motor, 245
Paige typesetting machine, 235-237

patent applications, 232

scale, 241

utility, 23.

Expert assistance,

accountants, 264-272

attorneys, 273-282

cost, 252

practical value, 249
selection, 254
technical, 247-263

as promoters, 262

examination, 255

reports, 256-262, 629

selection, 254
when necessary, 251

Exploitation, capitalization for, 420

Failures, inefficient management, 49
Federal,

capital stock tax, 302

excess profits tax, 303
capitalization of good-will, 305

preferred stock, 304

tax laws, 302

Fees (See "Charges")

Fictitious options, 457



658 INDEX

Pinandal agents, 510

Financial statements, 624
incorporated enterprises, 116-119

Financier, 633-638

promoter vs., 465
Financing,

accountants in, 264

by credit, 29
by partnership, 30
conditions of , 11-17

difficxdt, 13

easy, 12

estimate of capital required, 63-67

expert assistance in, 247-282

fraudulent, 4, 39, 377
indirect, commissions, 461

inventions, 23, 42-45, 84-94, I5i-

153

methods, 18-32

capitalization afiEectedby, 335
secondary, cost, 69

self-development method, 18-24

side-line development, 24-27

undeveloped enterprises, 439
vmsound enterprises, 35-42

Fire-brick property, investigation,

131-133

Follow-up,

letters, 560, 570, 623

patents, 195

Foreign corporations, no-par-value

stock, 393
Fourth Liberty loan, appeal for, 604
Franchise,

capitalization, 362

taxes, 301

Fraudulent,

financing, 4, 39
overcapitalizations, 377
promoters, 648

Gardner, "How to Finance a Busi-

ness,'' 563

Geologists, oil, 249
German chemical companies, 181-186

Gleason and Otis, "Inheritance Taxa-

tion," 349
Going concern (See "Incorporated

enterprises")

Gold mines, capitalization, 369
Good-wiU,

anticipated, capitalization, 357
calcidation, 350
capitalization, 305, 340-357

methods, 351
commercial, 343
court appraisals, 349
evanescent, 344
nature, 340
personal, 341
professional, 342
represented by common stock, 354
temporary, 344
trade-mark, 345

establishment, 346
trade-name, 345
transfer of trade-rnark, 346

Goodwin film, patent litigation, 199-
202

Gowia, "Developing Executive Abil.

ity," 50
Graphs, in prospectus, 588

Illustrations, in prospectus, 587
Improper profits, promoters', 455
Incorporated,

enterprises,

investigation, 109-119

investors' questions, 110-116

partnerships, capitalization, 352
Indirect financing, payment, 461
Interest (See "Dividends")
Introductions,

commissions for, 462
letters of, 508
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Inventions,

assistance, expert, 247-263
capitalization, 360, 420-422
commercial development by inven-

tor, 442
demand, estimate of , 156

earning power, 360
efficiency, 157

estimates of inventor, 150

financing, 23, 42-45, 84-94, 151-

155. 672

investigation of
, 97, 147-161

model-making, 231-246

patent application, 232

patent protection, 159

patent substantiation, 628

phonograph, 149

preparation for presentation, 446
protection by patent, 188-204

telephone, 148

workability, 158

Inventories,

perpetual, accounting function, 265

Inventors,

commercial development by, 442

contracts, 276
estimates for capitalization, 380

estimates of, 150

patent application, 190

problems, 418

protection, 418-434

relation to attorney, 281

royalties reservation, 431

Investigation,

accountants', scope of, 269

asphalt deposit, 126-1 31

basis of enterprise, 96

competition, 106

enterprises, 45
importance, 81-94

incorporated, 109-119

investor's questions, 110-116

non-speculative, 120-133

spectdative, 134-146

Investigation— Continued

enterprises

—

Continued

technical expert, 255
unincorporated, 95-108

fire-brick property, 131-133

inadequate,

reasons for, 82

results, 83

inventions, 97, 1 47-1 61

investors' questions, 110-116

labor supply, 103

local conditions, 108

machinery, 134-137

manufacturing enterprise, 102

markets, 105

mines, 138-141

non-speculative enterprise, 120-133

oil property, 143

output, 100

patents, 159

processes, 97, 123-126

purpose, 95
raw material, 102

several necessary, 95
speculative enterprises, 134-146

store location, 121

title, 98

transmutation of metals, 123-126

transportation facilities, 105

Investigator, accountant as, ^68

Investmentbankers, as promoters,637
Investors' questions, i lo-i 16

Investors, small,

appeal to, 525

mail order method, 564

E

Keeley motor, 87-90

Kimberley diamond fields, 172-174

Labor in investigation of enterprises,

103
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Labor unions, attitude toward enter-

prise, 104

"Language for Men of Affairs," Vol.

II, 257> 259
Laws,

blue sky, 530
corporate capitalization, 299-307

corporation, 283

federal tax laws, 302

shares without par value, text, 392

stock payment, 300

Lawyers (See "Attorneys")

Legitimate salesmanship, 543-552

Letters, 621

circular, 568

follow-up, 570, 623

inquiry-bringing, 621

introductory, in prospectus, 623

of introduction, 508

Liberty Motor, 245

Licenses, patents, 432

Linotype machine, development, 136-

137

Litigation, patent,

Goodwin film, 199-202

Seldon patent, 202-204

Loan with bonus, 405

Local conditions, investigation, 108

Local interest, presentation of enter-

prises, 491

Losses, inefficient management, 49

M
Machinery,

development, 438
typesetting,

cost of models, 235-238

investigation, 134-137

Machinists,

dishonest, 237
selection, 240

Magazine advertising, 553-561

cost, 534

Mail order method, 562-575

advantages, 565
cost, 535
mailing lists, 573
procedure, 566

securing names, 558

Mailing lists, 573
Majority rule, 407
Majority, specified, 415

for board actions, 416

Management,

corporations, 286

efficient, 46-61

importance, 46
requirements, 48
securing, 58

value, 50
ineflScient, losses from, 49
relative importance, 73-77

Managers, securing, 59
Manufacturing enterprise, investiga-

tion, 102

Manufacturing problems, 438
Market control (See "Monopolies")

Marketing problems, 439
Markets, in investigations, 105

Martin, "Edison: His Life and In-

ventions," 243
Mary Elizabeth candy shops, 21-24

Mechanical development, problems,

438
Metal transmutation, investigation,

123-126

Mines,

capitalization of possibilities, 369
investigation, 138-141

mining report, outline, 257
preparation for presentation, 447
speculative possibilities, 138

title, 98
valuation, 139

Minority, protection, 407-417
classification of stock, 41

1

cumtilative voting, 413
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Minority

—

Continued

representation on board of direc-

tors, 408
specified majority, 415
stock not paid in full, 417
voting trust, 409

Misrepresentations, 591

Model-making,
by contract, 239
charges for, 238
cost, 233
extravagance, 242

inventions, 231-246

scale of, 241

Monopolies, 172-187

asphalt, 175-177

creation, 168

German chemical companies, 181-

186

Kimberley diamond fields, 172-174

patents, 188^204

Standard Oil Company, 1 78-1 81

Montgomery, "Auditing, 'Theory and

Practice," 268, 272

Montgomery Ward and Company,

25

Multiclaims, 194

Multitudinous patents, 194

N
Names,
mailing list, methods of securing,

558
official, in prospectus, 594

Newspapers,

advertising, 553-561

advertising cost, 534
management, 55

New York Times, management, 55-57

No-par-value capitalization, 397
No-par-value stock, 385-400, 433

advantages, 394
foreign corporations, 393

history, 387-389

No-par-value stock

—

Continued

nature, 389
preferred stock, 390
states permitting, 389
text of New York Law, 392
working opinion, 396

Non-cumulative dividends, 290
Non-monopolistic enterprises, 187

Non-speculative enterprises, investi-

gation, 120-133

Notes with stock conversion privilege,

407

Official names in propectus, 594
Oil,

geologists, 249
swindle, 540

Oil wells,

capitalization, 367
investigation, 143

speculative possibilities, 141

technical experts, 248
valuation, 145

Omissions in prospectus, 593
Opening of prospectus, 595-597
Options,

double, 457
fictitious, 457
method of concealing profit, 456

Organization,

business, 401

forms, 283

corporations, 301

Output,

demand for, investigation, 100

quality, investigation, loi

Output control (See "Monopolies")

Overcapitalization, 376-382

avaricious, 382

causes, 377
fraudulent, 377

Overestimates, value in capitaliza-

tion, 380
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Overpreparation, for presentation,

448
Owner's proposition, 450

Paige typesetting machine,

cost of models, 235-238

development, 134-136

Paine, "Autobiography of Mark
Twain," 235

Par value, shares without, 385-400
Partnership,

financing by, 30
incorporated, capitalization, 352

Patent, 188-204, 642

applications,

amateur, 190

delays, 192

drafting, 192

experimental work and, 232

assignment to trustee, 430
attack on, 197

attorney, 190

relation to inventor, 281

selection, 278

combining with secret process, 226

contract, 276, 432
follow-up, 195

German products, 184

inventions, investigation, 159

licenses, 432
litigation,

Goodwin film, 199-202

Seldon patent, 202-204

multiclaims, 194

multitudinous, 194

nature of, 188

procedure, igo

protection, problems, 437
process, difficulty of defending, 222

requirements, 189

royalties, reservation, 431

secret process vs., 221, 225

Patent

—

Continued

substantiation, 628

title, 98
trade-ni^rks vs., 21?

Payments,

promoters, concealment, 331

stock, 421

laws requiring, 300

Personal good-will, 341

Phonograph, speculative features,

149

Preferred stock, 289, 425
bonds vs., 428

dividends, 402

excess profits tax, 304
in corporate adjustment, 401-407

no-par-value capitalization, 390
protection of principle, 404
redemption, 404
voting right, 402
with bonus of common stock, 427

Present value capitalization,

good-will, 340-357
new enterprises, 326-339

Presentation of enterprises, 437-449
among friends, 485-497

advantages, 487
basis of appeal, 491-496
methods, 490
requirements, 496

among strangers, 498-520
advertising for capital, 510

by letter, 500-503, 512

personal visit, 513

problems, 504
when necessary, 498

conditions, 443
cost, 531-537

forms, 604-620

importance of, 444
inventions, 446
letter, 500-503

mail order method, 562-575
methods, 485
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Presentation of enterprises

—

Cont'd

mines, 447
New York, 504-507
oveipreparation, 448
preliminary steps, 437-443
presentation papers, 579, 621-630

private, 485-520

among friends, 486-497

among strangers, 498-520
proposition as affected by, 451
prospectus, 579-630
public, 523-575

advertising, 553-561

cost by canvassing, 533
cost, by mail order methods, 535
cost of advertising, 534
mail order methods, 562-575

means of selling stock, 523
methods, 530
restrictions, 529
stock salesmen, 538-552

why used, 536
Presentation papers, 579, 621-630

Prices,

.chemicals, regulation, 183

diamond, regulation, 174

stock, capitalization affectedby, 359
Private presentation of enterprises,

485-520

among friends, 486-497

advantages, 487
basis of appeal, 491-495

methods, 490
when difficult, 489

among strangers, 498-520

by letter, 500-503

when necessary, 498

Process,

investigation, 97, 123-126

patents, difiSculty of defending, 222

patents vs., 221

protection, 221-227

products, protection by trade-

mark, 225

Process

—

Continued

secret, 221

combining with patents, 226

patents vs., 221, 225

Production, in investigation of enter-

prises, 100

Products, process protection by trade-

mark, 225
Professional good-wiU, 342
Professional men, as promoters, 518

Professional promoters, 644
Profits,

concealment, capitalization for, 323
methods, 456-459

excess profits tax, 303
possibilities, basis of capitalization,

366-375

probabilities,

capitalization based on, 358
nature, 358

promoters', 453-459, 634
general doctrines, 455
included in capitalization, 328

propriety, 453
underwriting, 475

Profit and loss statement, 626

Promoters, 633-638

arrangements with, 519
assertive, 647
bankers as, 517
bonuses, 470
brokers as, 517
commissions, 460-469
contracts, 276
definition, 9
demands, 334
financier vs., 465
fraudulent, 648

investment bankers as, 637
methods, 515

payment to,

concealment, 331

included in capitalization, 329
professional, 644
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Promoters

—

Continued

professional men as, 518
profits, 453-459, 634

general doctrine, 455
propriety, 452
improper, 455
included in capitalization, 328

relation to corporation, 454
securing reliable, 517
technical experts as, 262

Promotion,

contracts, 646

practice vs. theory, 635
requirements, capitalization to

meet, 380

stock-selling concerns, 639
theory of successful, 634

Proposition, 450-459
aflfected by plan of presentation,

451

details, 452

nature of, 450
owner's, 456

Prospectus, 579-630

argumentative appeal, 606

arrangement, 589

based on personal qualification, 605

charts in, 588

details, 600

ending, 5oo

English point of view, 599
expert's reports, 629

forms, 604-620

graphs in, 588

human interest appeal, 609
illustrations in, 587
misrepresentations, 591

official names in, 594
omissions, 593
openings,

direct, 595
related, 596
unrelated, 597

patents, 628

Prospectus

—

Continued

preparation, 580

presentation requirements, 590
printed, 584

style, 586

representations, 591

style, 593 .

subject matter, 590-603

typewritten, 586

working details, 579-589
writers, 580, 584
writing, cost, 582

Prospects, handling, 558
Protection,

enterprises, 1 65-1 71

by advertising, 170

by copyrights, 219-220

by efficiency, 170

by patents, 188-204

by trade-marks, 205-213

by trade-names, 214-219

methods, 167

necessity, 166

inventions, by patent, 188-204, 437
measures, 168

process products, by trade-mark,

225

processes, 221-227

special methods, 169

Public favor necessary for success, 41
Public presentation of enterprises,

523-575

advertising, 553-561
cost, 531-537

advertising, 534
by canvassing, 533
by mail order methods, 535

mail order method, 562-575
methods, 530
restrictions, 529
stock salesmen, 538-552
why used, 536

Publishing business, estimate of capi-

tal needed, 64
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Purchased business, capitalization,

327

R

Raw material,'

location, in investigation, 103

quantity, in investigation, 102

Real property, investigation of title,

99
Redemption, preferred stock, 404
Redfield, "New Industrial Day," 19,

165

Registration, trade-marks, 207

importance, 208

Reports,

experts, 256, 629

incorporated enterprises, 116-119

mining report, outline, 257
technical,

arrangements, 259
conservatism, 261

reliability, 260

Representations, 591

Reservation royalties, 431

Ripley, "Railroads Finance and Or-

ganization," 395
Robinson on "Patents," 189

Rowell, "Forty Years an Advertising

Agent," 211, 590

Royalties, reservation, 431

S
Salaries,

excessive, to conceal profits, 324

stock, 326

Sale,

direct, underwriting vs., 472

property, commissions, 460

stock,

by companies, 639

by telephone, 541

commissions, 461

contracts, 550

legitimate, 543-552

Sale

—

Continued

stock

—

Continued

methods, 546
organizations for, 547-550

public presentation as means of,

523
Salesmen, stock, 538-552

Sears, Roebuck and Company, capi-

talization, 355
Secondary financing, cost, 69

Secret processes, 221

combining with patents, 226

patent vs., 225

Seldon patent, 202-204

Self-development plan, 18-24

Shares,

stock, 287

without par value, 385-400, 433
advantages, 394
foreign corporations, 393
history, 387-389

nature, 389
preferred stock, 390

states permitted, 384

text of New York law, 392

working opinion, 396

Shredded wheat, development, 42

Side-line development of enterprises,

24-27

Small investor, mail order method,

564
Specified majorities, 415

for board actions, 416

Speculation in enterprises, 6

Speculative enterprises,

capitalization, 371

inventions, investigations, 147-161

investigation, 134-161

Standard Oil Company, 178-181

Statements,

financial, 116, 119, 624

preliminary, 627

profit and loss, 626

Stewart, A. T., and Company, 54
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Stock,

allocation between the enterprise

and capital, 333
capital,

authorized, 286

federal tax, 302

functions, 385
measure of corporate value, 386

variations between capital

stock, 312

certificates, 291

classification, 411

equal control by, 412

common, 289
good-will represented by, 354
preferred stock with bonus of,

427
control, 422

conversion privilege, bonds with,

407
full payment, 421

no-par-value, 385-400

not paid in full, 417
payment for, 292

laws requiring, 300

preferred, 289, 425
bonds vs., 428

dividends, 402

excess profits tax, 304
in corporate adjustments, 401-

407
no-par-value capitalization, 390
protection of principle, 404
redemption, 404
with bonus of common stock, 427

prices, capitalization affected by,

359
salaries, 326

sale,

by telephone, 541

commissions, 461

contracts for, 550
public presentation as means,

523

Stock

—

Continued

salesmen, 538-552

swindlers, 538-543

shares, 287

stock -selling swindlers, 5
treasury, 293
unpaid, liability on, 292

Stock-selling,

companies, 639
methods, 546
organizations,

permanent, 549
temporary, 547

Stockholders, 288

relation to directors, 288

Stores, location, investigation, 121

Success,

public favor necessary, 41

requisites of, 35
Sulzberger Company, reorganization,

50
Swindlers, 538-543

oil, 540
Syndicate agreement, 478

Taxes,

excess profits, 303
preferred stock, 304

federal capital stock, 302

federal excess profits tax, 303
federal tax laws, 302

franchise, 301

Technical,

assistance, 247-263

cost, 252

value, 249
when necessary, 251

expert, 248

as promoter, 262

examination by, 255
reports, 256
selection, 254

reports,
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Technical—C<JMfe»Me(f
reports

—

Continued

arrangement, 259
conservatism, 261

reliability, 260
Telephone,

selling stock by, 541
speculative features, 148

Temporary,

capitalization, 320
good-will, 344

Titles,

investigation, 98
patents, 98
real property, investigation, 99

Trade-marks, 205-213

definition, 205
establishment, 209

good-wUl, 345
establishment, 346

nature, 205

patents vs., 212

protection of process products, 225
registration, 207

importance, 208

selection, 207

term, 209

value, 210

Trade-names, 214-219

as trade-mark, 215

good-will, 345
lost, 216

protection by, 214

Transfer, trade-mark good-will, 346
Transmutation of metals, investiga-

tion, 123-126

Transportation facilities, investiga-

tions of, 105

Treasury stock, 293
Trust, voting, 409
Trustee, assignment of patent to, 430
Typesetting machinery, investiga-

tion, 134-137

U

Undertakings (See "Enterprises")

Underwriters, compensation, 474
Underwriting, 471-481

advantages, 471
agreements, 478
direct sale vs., 472
nature and purpose, 471
procedure, 473
profits, 475
status, 480
successftd, requirements, 476

Undeveloped enterprises, financing,

439
Unfair competition, 218 ,

Unincorporated enterprises, investi-

gation, 95-108

United States Steel Corporation,

capitalization, 355
Unsound enterprises, 35

Valuation,

mines, 139

oil property, 145

Value,

capitalization, inaccuracies, 313
no-par-value stock, 385-400

overestimates, 380
trade-marks, 210

Voting,

cumulative, 413
right, preferred stock, 402
trust, 409
trust agreement, 410

W

Webner, "Factory Costs," 266

Wilgus, "A Study of the United

States Steel Corporation,'' 355
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